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TUESDAY, MAY 14, 1957 


Howser or REPRESENTATIVES, 
COMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met at 10 a. m., Hon. Brent Spence (chairman) 
presiding. 

Present: Chairman Spence (presiding, and Messrs. Brown, Patman, 
Multer, Barrett, Mrs. Sullivan, Reuss, Mrs. Griffiths, Vanik, Coad, 
Breeding, Talle, Kilburn, McDonough, Widnall, Betts, McVey, Hie- 
stand, Bass, Seely-Brown, Siler, Henderson, and Chamberlain. 

The Cuatrrman. The committee will be in order. 

We are here this morning to consider several bills dealing with the 
Small Business Administration, 

(The bills referred to are as follows:) 


[H. R. 6645, SSth Cong., Ist sess. ] 
\ BILL To amend the Small Business Act of 19535 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That the Small Business Act of 1953, as 
amended, is hereby amended to read as follows: 

“Sec, 201. This title may be cited as the “Small Business Act of 1953”. 

“Sree, 202. (a) The essence of the American economic system of private enter- 
prise is free competition. Only through full and free competition can free 
markets, free entry into business, and opportunities for the expression and growth 
of personal initiative and individual judgment be assured. The preservation and 
expansion of such competition is basic not only to the economic well-being but to 
the security of this Nation. Such security and well-being cannot be realized 
unless the actual and potential capacity of small business is encouraged and 
developed. It is the declared policy of the Congress that the Government should 
aid, counsel, assist, and protect insofar as is possible the interests of small- 
business concerns in order to preserve free competitive enterprise, to insure that 
a fair proportion of the total purchases and contracts for property and services 
for the Government (including, but not limited to contracts for maintenance, 
repair, and construction) be placed with small-business enterprises, and to main- 
tain and strengthen the overall economy of the Nation. 

“(b) Further, it is the declared policy of the Congress that the Government 
should aid and assist victims of flood and other catastrophes. 

“Sec. 203. For the purposes of this title, a small-business concern shall be 
deemed to be one which is independently owned and operated and which is not 
dominant in its field of operation. In addition to the foregoing criteria the 
Administration, in making a detailed definition, may use these criteria, among 
others: Number of employees and dollar volume of business. 

“Spec, 204. (a) In order to carry out the policies of this title there is hereby 
created an agency under the name ‘Small Business Administration’ (herein 
referred to as the Administration), which Administration shall be under the 
general direction and supervision of the President and shall not be affiliated with 
or be within any other agency or department of the Federal Government. The 
principal office of the Administration shall be located in the District of Columbia, 
but the Administration may establish such branch and regional offices in other 
places in the United States as may be determined by the Administrator of the 
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Administration. As used in this Act, the term ‘United States’ includes the several 
States, the Territories and possessions of the United States, the Commonwealth 
of Puerto Rico, and the District of Columbia. 

“(b) The management of the Administration shall be vested in an Adminis- 
trator who shall be appointed from civilian life by the President, by and with 
the advice and consent of the Senate, and who shall be a person of outstanding 
qualifications known to be familiar and sympathetic with small-business needs 
and problems. The Administrator shall not engage in any other business, voca- 
tion, or employment than that of serving as Administrator. The Administrator 
is authorized to appoint three deputy administrators to assist in the execution of 
the functions vested in the Administration. The Administrator and the deputy 
administrators shall receive compensation at the rates provided in the Federal 
Executive Pay Act of 1956, or any amendments thereof. 

“(c) There is hereby created the Loan Policy Board of the Small Business 
Administration, which shall consist of the following members, all ex officio: The 
Administrator, as Chairman, the Secretary of the Treasury, and the Secretary 
of Commerce. Either of the said Secretaries may designate an officer of his 
Department, who has been appointed by the President by and with the advice 
and consent of the Senate, to act in his stead as a member of the Loan Policy 
Board with respect to any matter or matters. The Loan Policy Board shall 
establish general policies (particularly with reference to the public interest in- 
volved in the granting and denial of applications for financial assistance by the 
Administration and with reference to the coordination of the functions of the 
Administration with other activities and policies of the Government) which shall 
govern the granting and denial of applications for financial assistance by the 
Administration. 

“Sec. 205. (a) The Administration shall have power to adopt, alter, and use 
a seal, which shall be judicially noticed. The Administrator is authorized, sub- 
ject to the civil service and classification laws, to select, employ, appoint, and 
fix the compensation of such officers, employees, attorney, and agents as shall 
be necessary to carry out the provisions of this title; to define their authority 
and duties, to provide bonds for them in such amounts as the Administrator 
shall determine, and to pay the costs of qualification of certain of them as no 
taries public. The Administration, with the consent of any board, commission, 
independent establishment, or executive department of the Government, may 
avail itself on a reimbursable or nonreimbursable basis of the use of informa- 
tion, services, facilities, including any field service thereof, officers, employees 
thereof, in carrying out the provisions of this title. Subject to the standards 
and procedures under section 505 of the Classification Act of 1949, as amended, 
not to exceed fifteen positions in the Small Business Administration may be 
placed in grades 16, 17, and 18 of the General Schedule established by that Act, 
and any such positions shall be additional to the number authorized by such 
section. 

“(b) In the performance of, and with respect to, the functions, powers, and 
duties vested in him by this title, the Administrator may— 

“(1) sue and be sued in any court of record of a State having general 
jurisdiction, or in any United States district court, and jurisdiction is con 
ferred upon such district court to determine such controversies without 
regard to the amount in controversy: Provided, That no attachment, in 
junction, garnishment, or other similar process, mesne or final, shall be 
issued against the Administrator or his property : 

“(2) under regulations prescribed by him, assign or sell at public or pri 
vate sale, or otherwise dispose of for cash or credit, in his discretion and 
upon such terms and conditions and for such consideration as the Admin 
istrator shall determine to be reasonable, any evidence of debt, contract. 
claim, personal property, or security assigned to or held by him in connec 
tion with the payment of loans granted under this title, and to collect or 
compromise all obligations assigned to or held by him and all legal or 
equitable rights accruing to him in connection with the payment of such 
loans until such time as such obligations may be referred to the Attorney 
General for suit or collection : 

“(3) deal with, complete, renovate, improve, modernize, insure, or rent, 
or sell for cash or credit upon such terms and conditions and for such con 
sideration as the Administrator shall determine to be reasonable, any real 
property conveyed to or otherwise acquired by him in connection with the 
payment of loans granted under this title: 
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“(4) pursue to final collection, by way of compromise or otherwise, all 
claims against third parties assigned to the Administrator in connection 
with loans made by him. This shall include authority to obtain deficiency 
judgments or otherwise in the case of mortgages assigned to the Adminis- 
trator. Section 3709 of the Revised Statutes, as amended (41 U. 8. C. 5), 
shall not be construed to apply to any contract of hazard insurance or to 
any purchase or contract for services or supplies On account of property 
obtained by the Administrator as a result of loans made under this title 
if the premium therefor or the amount thereof does not exceed $1,000. The 
power to convey and to execute in the name of the Adminstrator deeds of 
conveyance, deeds of release, assignments and satisfactions of mortgages, 
and any other written instrument relating to real property or any interest 
therein acquired by the Administrator pursuant to the provisions of this 
title may be exercised by the Administrator or by any officer or agent ap- 
pointed by him without the execution of any express delegation of power 
or power of attorney. Nothing in this section shall be construed to prevent 
the Administrator from delegating such power by order or by power of 
attorney, in his discretion, to any officer or agent he may appoint; 

“(5) aequire, in any lawful manner, any property (real, personal, or 
mixed, tangible or intangible), whenever deemed necessary or appropriate 
to the conduct of the activities authorized in sections 207 (a), 207 (b), or 
208 (a) of this title: 

“(6) in addition to any powers, functions, privileges, and immunities 
otherwise vested in him, take any and all actions, including the procure- 
ment of the services of attorneys by contract, determined by him to be 
necessary or desirable in making, servicing, compromising, modifying, 
liquidating, or otherwise dealing with or realizing on loans made under 
the provisions of this title: Provided, That no attorneys’ services shall be 
procured by contract in any office where an attorney or attorneys are of 
can be economically employed full time to render such services; 

“(7) pay the transportation expenses and per diem in lieu of subsistence 
expenses, in accordance with the Travel Expense Act of 1949, for travel 
of any person employed by the Administration to render temporary services 
not in excess of six months in connection with any disaster referred to in 
section 207 (b) of this title, from place of appointment to, and while at, 
the disaster area and any other temporary posts of duty and return upon 
completion of the assignment: 

“(S) to accept the services and facilities of Federal, State, and local 
agencies and groups, both public and private, and utilize such gratuitous 
services and facilities as may, from time to time, be necessary to further 
the objectives of this title; and 

“(9o) make such rules and regulations as he deems necessary to carry 
out the authority vested in him by or pursuant to this title. 

‘(c) To such extent as he finds necessary to carry out the provisions of this 
title, the Administrator is hereby authorized to procure the temporary (not in 
excess of six months) service of experts or consultants or organizations thereof, 
in¢inding stenographic reporting services, by contract or appointment, and in 
such cases such service shall be without regard to the civil-service and ,classifica- 
tion laws, and except in the case of stenographic reporting services by organiza- 
tions, without regard to section 3709, Revised Statutes, as amended (41 U. S. C. 
5). Any individual so employed may be compensated at a rate not in excess 
of S50 per diem, and, while such individual is away from his home or regular 
place of business, he may be allowed transportation and not to exceed $15 per 
diem in lieu of subsistence and other expenses. 

“Sere, 206. (a) For the purposes enumerated in sections 207 (a), 207 (b), and 
208 (a) and when anthorized in appropriation acts, the Administrator may 
borrow from the Treasury through the issuance of obligations amounts not to 
exceed a total of $600,000,000 outstanding at any one time. Amounts so borrowed 
shall be placed in the revolving fund heretofore established under the authority 
Lined in section 204 of the Act of July 30, 1953 (15 U. S. C. 6833), and said 
fund shall remain available for the purposes of this Act. The amounts pre- 
vieusly appropriated to said revolving fund shall be considered as part of such 
borrowing authority and the Administrator is authorized to issue obligations 
to the Treasury in the amount of such appropriations. Not to exceed an aggre- 
gate of $450,000,000 shall be outstanding at any one time for the purposes 
enumerated in section 207 (a) Not to exceed an aggregate of $125,000,000 
shall he outstanding at any one time for the purposes enumerated in section 
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207 (b). Not to exceed an aggregate of $25,000,000 shall be outstanding at any 
one time for the purposes enumerated in section 208 (a). 

“(b) Notes or obligations issued by the Administrator under this section shall 
be in such forms and denominations, have such maturities, and be subject to 
such terms and conditions as may be prescribed by the Administrator, with 
the approval of the Secretary of the Treasury. Such notes or other obligations 
shall bear interest at a rate determined by the Secretary of the Treasury, taking 
into consideration the current average market yields of outstanding marketable 
obligations of the United States having comparable maturities. In calculating 
interest payable on such notes, the principal amount of the notes shall be 
reduced by the amount of the cash in the revolving fund. The Administration 
shall pay into miscellaneous receipts of the Treasury interest on the net amount 
of cash disbursements from the revolving fund. The Secretary of the Treasury 
is authorized and directed to purchase any notes and other obligations of the 
Administrator from the proceeds of the sale of any securities issued under 
the Second Liberty Bond Act, as amended, and the purposes for which securities 
may be issued under such Act are extended to include any purchase of such 
notes and other obligations. The Secretary of the Treasury may at any time 
sell any of the notes or other obligations acquired by him under this section 
All redemptions, purchases, and sales by the Secretary of the Treasury of such 
notes or other obligations in excess of the amount of notes equal to sums previous 
ly appropriated to the revolving fund shall be treated as public-debt transactions 
of the United States. 

“(e) All moneys of the Administration not otherwise employed may be de 
posited with the Treasurer of the United States subject to check by authority of 
the Administration. The Federal Reserve banks are authorized and directed to 
act as depositaries, custodians, and fiscal agents for the Administration in the 
general performance of its powers conferred by this title. Any banks insured 
by the Federal Deposit Insurance Corporation, when designated by the Secretary 
of the Treasury, shall act as custodians, and financial agents for the Adminis 
tration. Each Federal Reserve bank, when designated by the Administrator as 
fiscal agent for the Administration, shall be entitled to be reimbursed for all 
expenses incurred as such fiscal agent. 

“(d) The Administrator shall contribute to the civil-service retirement and 
disability fund, on the basis of annual billings as determined by the Civil Serv 
ice Commission, for the Government’s share of the cost of the civil-service 
retirement system applicable to the employees (or their beneficiaries) engaged 
in carrying out the functions financed by the revolving fund established by 
section 206 (a) of this Act. The Administrator shall also contribute to the 
employees’ compensation fund, on the basis of annual billings as determined by 
the Secretary of Labor, for the benefit payments made from such fund on account 
of employees engaged in carrying out the functions financed by such revolving 
fund. The annual billings shall also include a statement of the fair portion of 
the cost of the administration of the respective funds, which shall be paid by 
the Administrator into the Treasury as miscellaneous receipts. 

“(e) There are hereby authorized to be appropriated such sums as may be 
necessary and appropriate for the carrying out of the provisions and purposes 
of this Act. 

“Sec. 207. (a) The Administration is empowered to make loans (i) to enable 
small-business concerns to finance plant construction, conversion, or expansion 
including the acquisition of land; or (ii) to finance the acquisition of equipment 
facilities, machinery, supplies, or materials; or (iii) to supply such concerns 
with working capital to be used in the manufacture of articles, equipment, sup 
plies, or materials for war, defense, or essential civilian production; or (iv) as 
may be necessary to insure a well-balanced national economy: and such loans 
may be made or effected either directly or in cooperation with banks or other 
lending institutions through agreements to participate on an immediate o1 
deferred basis: Provided, however, That the foregoing powers shall be subiect 
to the following restrictions and limitations: 

“(1) No financial assistance shall be extended pursuant to this paragraph 
unless the financial assistance applied for is not otherwise available on reason 
able terms. 

*“(2) No immediate participation may be purchased unless it is shown that a 
deferred participation is not available: and no loan may be made unless it is 
shown that a participation is not available 

‘(3) In agreements to participate in loans on a deferred basis under this 


paragraph or under paragraph (b) of this section, such participation by the 
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Administration shall not be in excess of 90 per centum of the balance of the 
loan outstanding at the time of disbursement. 

(4) No loan shall be extended if the total amount outstanding and com- 
mitted (by participation or otherwise) to the borrower from the revolving fund 
established by this title would exceed $250,000: Provided, however, That the 
foregoing limitation of $250,000 shall not apply to any loan extended to any 
corporation formed and capitalized by a group of small-business concerns with 
resources provided by them for the purpose of obtaining for the use of such 
concerns raw materials, equipment, inventories, or supplies, or for establishing 
facilities for such purpose. For any such corporation the limit of any loan 
extended or made as provided for in this section shall be $250,000 multiplied by 
the number of separate small businesses which have formed and capitalized a 
corporation as hereinbefore provided. 

“(5) The Administrator of the Small Business Administration is authorized 
to consult with representatives of small-business concerns with a view to en 
couraging the formation by such concerns of the corporations referred to in 
paragraph (4) of this section. No aet, or omission to act, if requested by the 
Administrator pursuant to this paragraph, and if found and approved by the 
Small Business Adininistration as contributing to the needs of small business, 
shall be construed to be within the provisions of the antitrust laws or Federal 
Trade Commission Act of the United States. A copy of the statement of any 
such finding and approval intended to be within the coverage of this section, and 
iv modification or withdrawal thereof, shall be furnished to the Attorney Gen 
aul and the Chairman of the Federal Trade Commission when made, and it shall 
be published in the Federal Register. The authority granted in this paragraph 
shall be exercised only (1) by the Administrator, (2) upon the condition that 
the Administrator consult with the Attorney General and with the Chairman of 
the Federal Trade Commission, and (38) upon the condition that the Adminis 
trator obtain the approval of the Attorney General before exercising such author 
ity. Upon withdrawal of any request or finding hereunder or upon withdrawal 
by the Attorney General of his approval of the voluntary agreement or program 
upon Which the request or finding is based, the provisions of this section shall 
not apply to any subsequent act or omission to act by reason of such finding 
or request 

“(6) No loan, ineluding renewals or extensions thereof, may be made for a 
period or periods exceeding ten years, except that (A) any loan made for the 
purpose of constructing facilities may have a maturity of ten years plus such 
additional period as is estimated may be required to complete such construction, 
and (BB) any loan extended to corporations formed and capitalized by a group 
of small-business concerns for the purpose of constructing facilities may have 
1 maturity of twenty years plus such additional time as is required to complete 
such construction. 
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“(7) Loans extended pursuant to this paragraph shall not bear an interest 
rate in excess of 6 per centum per annum on the Administration’s share of such 
loan. 

“(S) All loans made shall be of such sound value or so secured as reasonably 
to assure repayment. 

“(b) The Administration also is empowered 

“(1) to make such loans (either directly or in cooperation with banks or 
other lending institutions through agreements to participate on an imme 
diate or deferred basis) as the Administration may determine to be necessary 
or appropriate because of floods or other catastrophes ; 

“(2) to make such loans (either directly or in cooperation with banks or 
other lending institutions through agreements to participate on an immediate 
or deferred basis) as the Administration may determine to be necessary or 
appropriate to any small-business concern located in an area affected by a 
drought, if the Administration determines that the small-business concern 
has suffered a substantial economic injury as a result of such drought and 
the President has determined under the Act entitled ‘An Act to authorize 
Federal assistance to States and local governments in major disasters, and 
for other purposes’, approved September 30, 1950, as amended (42 U.S. C., 
secs. 1855-18552), that such drought is a major disaster, or the Secretary 
of Agriculture has found under the Act entitled ‘An Act to abolish the Re 
gional Agricultural Credit Corporation of Washington, District of Columbia, 
and transfer its functions to the Secretary of Agriculture, to authorize the 
Secretary of Agriculture to make disaster loans, and for other purposes’, 
approved April 6, 1949, as amended (12 U. 8S. C., sees. 1148a—1—1148a-3), 
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that such drought constitutes a production or economic disaster in such area: 

“(3) No loans, including renewals and extensions thereof, made pursuant 
to this paragraph may be made for a period or periods exceeding twenty 
years ; 

(4) The interest rate on the Administration’s share of loans made pur- 
suant to this paragraph shall not exceed 3 per centum per annum. 

“(c) The Administration may further extend the maturity of or renew any loan 
made pursuant to this section beyond the periods stated therein, or any loan 
transferred to the Administration pursuant to Reorganization Plan Numbered 2 
of 1954, for additional periods not to exceed ten years, if such extension or 
renewal will aid in the orderly liquidation of such loan. 

“Sec. 208. It shall be the duty of the Administration and it is hereby em- 
powered, whenever it determines such action is necessary 

“(a) (1) to enter into contracts with United States Government and any 
department, agency, or officer thereof having procurement powers obligating 
the Administration to furnish articles, equipment, supplies, or materials to 
the Government. In any case in which the Administration certifies to any 
officer of the Government having procurement powers that the Administra- 
tion is competent to perform any specific Government procurement contract 
to be let by any such officer, such officer shall be authorized in his discretion 
to let such procurement contract to the Administration upon such terms and 
conditions as may be agreed upon between the Administration and the pro- 
curement officer : 

“(2) to arrange for the performance of such contracts by negotiating or 
otherwise letting subcontracts to small-business concerns or others for the 
manufacture, supply, or assembly of such articles, equipment, supplies, or 
materials, or parts thereof, or servicing or processing in connection there- 
with, or such management services aS may be necessary to enable the 
Administration to perform such contracts; 

“(b) to provide technical and managerial aids to small-business concerns, 
by advising and counseling on matters in connection with Government 
procurement and on policies, principles, and practices of good management, 
including but not limited to cost accounting, methods of financing, business 
insurance, accident control, wage incentives, and methods engineering, by 
cooperating and advising with voluntary business professional, educational, 
and other nonprofit organizations, associations, and institutions and with 
other Federal and State agencies, by maintaining a clearinghouse for infor- 
mation concerning the managing, financing, and operation of small-business 
enterprises, by disseminating such information, and by such other activities 
as are deemed appropriate by the Administration ; 

“(c) to make a complete inventory of all productive facilities of small- 
business concerns which can be used for war, defense, or civilian production, 
or to arrange for such inventory to be made by any other governmental 
agency which has the facilities. In making any such inventory, the appro- 
priate agencies in the several States may be requested to furnish an inven- 
tory of the productive facilities of small-business concerns in each respective 
State if such an inventory is available or in prospect ; 

“(d) to coordinate and to ascertain the means by which the productive 
capacity of small-business concerns can be most effectively utilized for war, 
defense, or civilian production : 

“(e) to consult and cooperate with officers of the Government having 
procurement powers, in order to utilize the potential productive capacity of 
plants operated by small-business concerns; 

“(f) to obtain information as to methods and practices which Government 
prime contractors utilize in letting subcontracts and to take action to en- 
courage the letting of subcontracts by prime contractors to small-business 
concerns at prices and on conditions and terms which are fair and equitable; 

“(g) to determine within any industry the concerns, firms, persons, cor- 
porations, partnerships, cooperatives, or other business enterprises, which 
are to be designated ‘small-business concerns’ for the purpose of effectuating 
the provisions of this title. To carry out this purpose the Administrator, 
when requested to do so, shall issue in response to each such request an 
appropriate certificate certifying an individual concern as a ‘small-business 
concern’ in accordance with the criteria expressed in this Act. Any such 
certificate shall be subject to revocation when the concern covered thereby 
ceases to be a ‘small-business concern.’ Offices of the Government having 
procurement or lending powers, or engaging in the disposal of Federal prop- 
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erty or allocating materials or supplies, or promulgating regulations affecting 
the distribution of materials or supplies shall accept as conclusive the 
Administration’s determination as to which enterprises are to be desig- 
nated ‘small-business concerns,’ as authorized and directed under this 
paragraph ; 

“(h) to certify to Government procurement officers with respect to the 
competency, as to capacity and credit, of any small-business concern or 
group of such concerns to perform a specific Government procurement con- 
tract. In any case in which a small-business concern or group of such 
concerns has been certified by or under the authority of the Administration 
to be a competent Government contractor with respect to capacity and 
credit as to a specific Government procurement contract the officers of the 
Government having procurement powers are directed to accept such certifi- 
cation as conclusive, and are authorized to let such Government procure- 
ment contract to such concern or group of concerns without requiring it to 
meet any other requirement with respect to capacity and credit ; 

“(ij) to obtain from any Federal department, establishment, or agency 
engaged in procurement or in the financing of procurement or production 
such reports concerning the letting of contracts and subcontracts and making 
of loans to business concerns as it may deem pertinent in carrying ont its 
functions under this title: 

“(j) to obtain from suppliers of materials information pertaining to the 
method of filling orders and the bases for allocating their supply, whenever it 
appears that any small business is unable to obtain materials from its normal 
sources for war or defense production : 

“(k) to make studies and recommendations to the appropriate Federal 
agencies to insure that a fair proportion of the total purchases and contracts 
for supplies and services for the Government be placed with small-business 
enterprises, to insure that a fair proportion of Government contracts for re- 
search and development be placed with small-business concerns, and to 
insure a fair and equitable share of materials, supplies, and equipment to 
small-business concerns to effectuate war or defense programs; 

“(1) to consult and cooperate with all Government agencies for the pur- 
pose of insuring that small-business concerns shall receive fair and reasonable 
treatment from said agencies; 

“(m) to establish such small business advisory boards and committees 
as may be found necessary to achieve the purposes of this title: 

“(n) to imuke studies of matters materially affecting the competitive 
strength of small business, or the effect on small business of Federal pro- 
grams or regulations: to make recommendations to the appropriate Federal 
agency for the adjustment of such programs or regulations to the needs of 
small business. 

“Src, 209. (a) The Administration shall make a report every six months of 
operations under this title to the President, the President of the Senate, and the 
Speaker of the House of Representatives. Such report shall include the names of 
the business concerns to whom contracts are let and for whom financing is ar- 
ranged by the Administration, together with the amounts involved, and such 
report shall include such other information and such comments and recommenda- 
tions as the Administration may deem appropriate. 

“(b) The Administration shall make a report to the President, the President 
of the Senate, and the Speaker of the House of Representatives, to the Senate 
Select Committee on Small Business and to the House Select Committee to con- 
duct a study and investigation of the problems of small business on Jnne 30 and 
December 31, of each vear, showing as accurately as possible for each sueh 
period the amount of funds appropriated to it that it has expended in the con- 
duct of each of its principal activities such as lending, procurement, contracting, 
and providing technical and managerial aids. 

“(c) The Attorney General is directed to make, or request the Federal Trade 
Commission to make for him, surveys for the purpose of determining any factors 
which may tend to eliminate competition, create or strengthen monopolies, injure 
small business, or otherwise promote undue concentration of economic power in 
the course of the adininistration of this Act. The Attorney General shall submit 
to the Congress and the President within ninety days after approval of this Act, 
and at such times thereafter as he deems desirable, reports setting forth the 
results of such surveys and including such recommendations as he muy deem 
desirable. 

“(d) For the purposes of aiding in carrying out the national poliey to insure 
that a fair proportion of the total purchases and contracts for supplies and 
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services for the Government be placed with small-business enterprises, and to 
maintain and strengthen the overall economy of the Nation, the Department of 
Defense shall make a nionthly report to the President, the President of the Sen 

ate, and the Speaker of the House of Representatives not less than forty-five days 
after the close of the month, showing the amount of funds appropriated to the De 
partment of Defense which have been expended, obligated, or contracted to be 
spent with small-business concerns and the amount of such funds expended, 
obligated, or contracted to be spent with firms other than small business in the 
same fields of operation; and such monthly reports shall show separately the 
funds expended, obligated, or contracted to be spent for basic and applied scien 
tific research and development. 

“(e) The Adininistration shall retain all correspondence, records of inquiries, 
memorandums, reports, books, and records, including memorandums as to all 
investigations conducted by or for the Administration, for a period of at least 
one year from the date of each thereof, and shall at all times keep the same 
available for inspection and examination by the Senate Select Committee on 
Small Business, and the House Select Committee To Conduct a Study and 
Investigation of the Problems of Small Business, or their duly authorized 
representatives, 

“Sec. 210. (a) The President is authorized to consult with representatives 
of small-business concerns with a view to encouraging the making by such 
persons with the approval of the President of voluntary agreements and pro 
grams to further the objectives of this title. 

“(b) No act or omission to act pursuant to this title which occurs while this 
title is in effect, if requested by the President pursuant to a voluntary agreement 
or program approved under subsection (a) of this section and found by the 
President to be in the public interest as contributing to the national defense, 
shall be construed to be within the prohibition of the antitrust laws or the 
Federal Trade Commission Act of the United States. A copy of each such 
request intended to be within the coverage of this section, and any modification 
or withdrawal thereof, shall be furnished to the Attorney General and the 
Chairman of the Federal Trade Commission when made, and it shall be pub 
lished in the Federal Register unless publication thereof would, in the opinion 
of the President, endanger the national security. 

“(c¢) The authority granted in subsection (b) of this section shall be delegated 
only (1) to an official who shall for the purpose of such delegation be required 
to be appointed by the President by and with the advice and consent of the 
Senate, and (2) upon the condition that such official consuit with the Attorney 
General and with the Chairman of the Federal Trade Commission not less than 
ten days before making any request or finding thereunder, and (3) upon the 
condition that such official obtain the approval of the Attorney General to an; 
request thereunder before making the request 

“(d) Upon withdrawal of any request or finding hereunder, or upon with 
drawal by the Attorney General of his approval of the voluntary agreement 01 
program on which the request or finding is based, the provisions of this section 
shall not apply to any subsequent act, or omission to act, by reason of such 
finding or request. 

“Sec, 211. The President may transfer to the Administration any functions, 
powers, and duties of any department or agency which relate primarily to small- 
business problems. In connection with any such transfer, the President may 
provide for appropriate transfers of records, property, necessary personnel, 
and unexpended balances of appropriations and other funds available to the 
department or agency from which the transfer is made. 

“Sec. 212 No loan shall be made or equipment, facilities, or services fur- 
nished by the Administration under this title to any business enterprise unless 
the owners, partners, or officers of such business enterprise (1) certify to the 
Administration the names of any attorneys, agents, or other persons engaged 
by or on behalf of such business enterprise for the purpose of expediting appli- 
cations made to the Administration for assistance of any sort, and the fees paid 
or to be paid to any such persons; (2) execute an agreement binding any such 
basiness enterprise for a period of two years after any assistance is rendered 
by the Administration to such business enterprise, to refrain from employing, 
tendering any office or employment to, or retaining for professional services, any 
person who, on the date such assistance or any part thereof was rendered, or 
within one year prior thereto, shall have served as an officer, attorney, agent, 
cr employee of the Administration occupying a position or engaging 1 activities 
which the Administration shall have determined involve discretion with respect 
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to the granting of assistance under this title; and (3) furnish the names of 
lending institutions to which such business enterprise has applied for loans 
together with dates, amounts, terms, and proof of refusal. 

“sec. 213. To the fullest extent the Administration deems practicable, it shall 
make a fair charge for the use of Government-owned property and make ane let 
contracts on a basis that will result in a recovery of the direct costs incurred by 
the Administration. 

“Sec. 214. To effectuate the purposes of this title, small-business Concerns 
within the meaning of this title shall receive any award or contract or any part 
thereof as to which it is determined by the Administration and the contracting 
procurement agency (1) to be in the interest of maintaining or mobilizing the 
Nation’s full productive capacity, or (2) to be in the interest of war or national 
defense programs. 

“Sec. 215. When directed by the President it shall be the duty of the Admin- 
istration to consult and cooperate with governmental departments and agencies 
in the issuance of all orders or in the formulation of policy or policies in any 
way affecting small-business concerns. When directed by the President all such 
governmental departments or agencies are required, before issuing such orders 
or announcing such policy or policies, to consult and cooperate with the Admin- 
istration in order that the interests of small-business enterprises may be recog- 
nized, protected, and preserved. 

(“Sec. 216. (a) Whoever makes any statement knowing it to be false, or 
whoever willfully overvalues any security, for the purpose of obtaining for 
himself or for any applicant any loan, or extension thereof by renewal, defer- 
ment of action, or otherwise, or the acceptance, release, or substitution of security 
therefor, or for the purpose of influencing in any way the action of the Admin- 
istration, or for the purpose of obtaining money, property, or anything of value, 
under this title, Shall be punished by a fine of not more than $5,000 or by impris- 
onment for not more than two years, or both. 

“(b) Whoever, being connected in any capacity with the Administration (1) 
enibezzles, abstracts, purloins, or willfully misapplies any moneys, funds, securi- 
ties, or other things of value, whether belonging to it or pledged or otherwise 
entrusted to it, or (2) with intent to defraud the Administration or any other 
body politic or corporate, or any individual, or to deceive any officer, auditor, or 
examiner of the Administration makes any false entry in any book, report, or 
statement of or to the Administration, or, without being duly authorized, draws 
any order or issnes, puts forth, or assigns any note, debenture, bond, or other 
obligation, or draft, bill of exchange, mortgage, judgment, or decree thereof, or 
(3) with intent to defraud participates, shares, receives directly or indirectly 
any money, protit, property, or benefit through any transaction, loan, commis- 
sion, contract, or any other act of the Administration, or (4) gives any unauthor 
ized information concerning any future action of plan of the Administration 
which might affect the value of securities, or, having such knowledge, invests 
or speculates, directly or indirectly, in the securities or property of any company 
or corporation receiving loans or other assistance from the Administration shall 
he punished by a fine of not more than $10,000 or by imprisonment for not more 
than five years, or both. 

“Sec. 217. The Administration shall not duplicate the work or activity of any 
other department or agency of the Federal Government and nothing contained 
in this Act shall be construed to authorize any such duplication unless such work 
or activity is expressly provided for in this Act. 

“See. 218. If any provision of this Act, or the application thereof to any person 
or circumstances, is held invalid, the remainder of this Act, and the application 
of such provision to other persons or circumstances, shall not be affected thereby.” 


[H. R. 7474, 85th Cong., 1st sess. ] 


j 


\ BILL To amend the Small Business Act of 1953, as amended 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That this Act shall be cited as the 
“Small Business Act of 1957.” 

Sec. 2. The Small Business Act of 1953, as amended, is amended to read as 
follows: 

“Sec. 101. (a) The essence of the American economic system of private enter- 
prise is free competition. Only through full and free competition can free mar- 
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kets, free entry into business, and opportunities for the expression and growth 
of personal initiative and individual judgment be assured. ‘The preservation 
and expansion of such competition is basic not only to the economic well-being 
but to the security of this Nation. Such security and well-being cannot be real 
ized unless the actual and potential capacity of small business is encouraged 
and developed. It is the declared policy of the Congress that the Government 
should aid, counsel, assist, and protect, insofar as is possible, the interests of 
small-business concerns in order to preserve free competitive enterprise, to in 
sure that a fair proportion of the total purchases and contracts for property 
and services for the Government (including but not limited to contracts for 
maintenance, repair, and construction) be placed with small-business enter- 
prises, and to maintain and strengthen the overall economy of the Nation. 

“(b) Further, it is the declared policy of the Congress that the Government 
should aid and assist victims of flood and other catastrophes. 

“Sec. 102. For the purposes of this Act, a small-business concern shall be 
deemed to be one which is independently owned and operated and which is not 
dominant in its field of operation. In addition to the foregoing criteria the 
Administration, in making a detailed definition, may use these criteria, among 
others: Number of employees and dollar volume of business: Provided, hou 
ever, That no definition promulgated by the Administrator for any purpose what 
soever Shall be based solely on the number of employees: And provided further, 
That without undue delay the Administrator shall establish a definition of 
small business which definition shall be consistent with the intent of Congress 
The definition presently in use by the Administrator for financial assistance is 
hereby continued as the definition for all purposes until the Administrator 
adopts a new definition based on the criteria stated herein. 

“Sec. 103. (a) In order to carry out the policies of this Act there is hereby 
created an agency under the name ‘Small Business Administration’ (herein 
referred to as the Administration), which Administration shall be under the 
general direction and supervision of the President and shall not be affiliated 
with or be within any other agency or department of the Federal Government 
The principal office of the Administration shall be located in the District of 
Columbia, but the Administration may establish such branch and regional 
offices in other places in the United States as may be determined by the Admin 
istrator of the Administration. As used in this Act, the term ‘United States’ in 
cludes ihe several States, the Territories and possessions of the United States, 
the Commonwealth of Puerto Rico, and the District of Columbia. 

“(b) The management of the Administration shall be vested in an Adminis- 
trator who shall be appointed from civilian life by the President, by and with 
the advice and consent of the Senate, and who shall be a person of outstanding 
qualifications known to be familiar and sympathetic with small-business needs 
and problems. The Administrator shall not engage in any other business, voca 
tion, or employment than that of serving as Administrator. The Administrator 
is authorized to appoint three Deputy Administrators to assist in the execution 
of the functions vested in the Administration. The Administrator and the 
Deputy Administrators shall receive compensation at the rates provided in the 
Federal Executive Pay Act of 1956, or any amendments thereof. 

“(c) The Administration is authorized to obtain money from the Treasury 
of the United States for use in the performance of the powers and duties granted 
to or imposed upon it by law, not to exceed a total of $700,000,000 outstanding 
at any one time. For this purpose appropriations not to exceed $700,000,000 
are hereby authorized to be made to a revolving fund in the Treasury. Advances 
shall be made to the Administration from the revolving fund when requested 
by the Administration. This revolving fund shall be used for the purposes 
enumerated subsequently in section 106 (a), (b), and section 107 (a). Not to 
exceed an aggregate of $500,000,000 shall be outstanding at any one time for the 
purposes enumerated in section 106 (a). Not to exceed an aggregate of $175,- 
000,000 shall be outstanding at any one time for the purposes enumerated in 
section 106 (b). Not to exceed an aggregate of $25,000,000 shall be outstanding 
at any one time for the purposes enumerated in section 107 (a). The Admin 
istration shall pay into miscellaneous receipts of the Treasury at the close of 
each fiscal year, interest on the net amount of the cash disbursements from such 
advances at a rate determined by the Secretary of the Treasury, taking into 
consideration the current average rate on outstanding interest-bearing market 
able public debt obligations of the United States of comparable maturities. 

“(d) (1) There is hereby created a Policy Board of the Small Business Admin 
istration consisting of three members, the administrator as Chairman, and twe 
other members truly representative of small business and small banking. 
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“(2) The Policy Board shall meet at least monthly and at such other times 
as the Board may determine or on the call of the Administrator to determine 
administrative programs and policies relating to loans, procurement, disposal, 
and general assistance to small business. Members of the Policy Board other 
than the Administrator shall be paid a per diem allowance of $100 for each day 
spent away from their home or regular place of business for the purpose of 
attendance at meetings of the Policy Board and the necessary travel; and while 
so engaged, they may be paid actual travel expenses and not to exceed $25 per 
diem in lieu of subsistence and other expenses. The maximum time spent for 
such attendance is not to exceed 50 days in aly one calendar year. 

“(3) The Policy Board Shall establish genera] policies with respect to the 
financial assistance, procurement, disposal, and general assistance to small busi- 
ness prograins of the Administration. 

(4) The members of the Policy Board representative of small banks and 
small-business concerns shall be appointed from civilian life by the President 
hy and with the advice and consent of the Senate, and they shall be persons of 
Outstanding qualifications in their respective fields of operation known to be 
familiar and sympathetic With the needs and problems of small business. The 
inembers of the Policy Board other than the Administrator Shall be actively 
engaged as full-time Operating officials of (1) a Small bank and (2) a small- 
business concern which Shall be small business as defined in section 102 of this 
Act. 

“(e@) The Administrator shal] establish regional offices of the Administration 
in the Territories of . laska and Hawaii and in the Commonwealth of Puerto 
tico, 

“SEC. 104. (a) The Administration shall have power to adopt, alter, and nse 
it seal, which shall be judicially noticed. The Administrator is wuthorized, sub 
ject to the civil-service and classification laws, to select, employ, appoint, and 
fix the compensation of such officers, employees, attorneys, and agents as shal] 
be necessary to carry out the provisions of this Act; to define their authority and 
duties, to provide bonds for them in such amounts as the Administrator sha] 
determine, and to pay the costs of qualification of certain of them as notaries 
public. The Administration, with the consent of any board. commission, inde 
pendent establishment, or executive department of the Government, may avail 
itself on a reimbursable or nhonreimbursable basis of the use of information. 
services, facilities, including any field service thereof, officers, and employees 
thereof, in carrying out the provisions of this Act. Subject to the Standards 
and procedures under section 505 of the Classification Act of 1949, as amended. 
not to exceed fifteen positions in the Small Business Administration Inay be 
placed in grades 16. 17, and 18 of the General Schedule established by that 
Act, and any such positions shall he additional to the number authorized by 
such section. 

“(b) In the performance of, and with respect to, the functions, powers, and 
duties vested in him by this Act the Administrator may 

“(1) sue and be sued in any court of record of a State having genera] 
jurisdiction, or in any United States district court, and jurisdiction is eon 
ferred upon such district court to determine such controversies without 
regard to the amount in controversy : Provided, That no attachment, injune 
tion, garnishment, or other similar process, mesne or final, shall be issued 
against the Administrator or his property; 

“(2) under regulations prescribed by him, assign or sell at public or 
private sale, or otherwise dispose of for cash or credit, in his discretion 
and upon such terms and conditions and for such consideration as the 
Administrator shall determine to be reasonable, any evidence of debt, con 
tract, claim, personal property, or security assigned to or held by him in 
connection with the payment of loans granted under this Act, and to collect 
or compromise all obligations assigned to or held by him and all legal or 
equitable rights accruing to him in connection with the payment of such 
loans until such time as such obligations may be referred to the Attorney 
General for suit or collection ; 

“(3) deal with, complete, renovate, improve, modernize. insure, or rent. 
or sell for cash or credit upon such terms and conditions and for such 
consideration as the Administrator shall determine to be reasonable, any 
real property conveyed to or otherwise acquired by him in connection with 
the payment of loans granted under this Act : 

“(4) pursue to final collection, by way of compromise or otherwise, al] 
claims against third parties assigned to the Administrator in connection 
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with loans made by him. This shall include authority to obtain deficiency 
judgments or otherwise in the case of mortgages assigned to the Admin- 
istrator. Section 3709 of the Revised Statutes, as amended (41 U.S. C. 5), 
shall not be construed to apply to any contract of hazard insurance or to 
any purchase or contract for services or supplies on account of property 
obtained by the Administrator as a result of loans made under this Act 
if the premium therefor or the amount thereof does not exceed $1,000. 
The power to convey and to execute in the name of the Administrator deeds 
of conveyance, deeds of release, assigninents and satisfactions of mortgages, 
and any other written instrument relating to real property or any interest 
therein acquired by the Administrator pursuant to the provisions of this 
Act may be exercised by the Administrator or by any officer or agent 
appointed by him without the execution of any express delegation of power 
or power of attorney. Nothing in this section shall be construed to prevent 
the Administrator from delegating such power by order or by power of 
attorney, in his discretion, to any officer or agent he may appoint; 

“(5) acquire, in any lawful manner, any property (real, Jersonal, or 
mixed, tangible or intangible), whenever deemed necessary or appropriate 
to the conduct of the activities authorized in sections 105 and 106 (a) of 
this Act. 

“(6) make such rules and regulations as he deems necessary to carry out 
the authority vested in him by or pursuant to this Act; 

“(7) in addition to any powers, functions, privileges, and immunities 
otherwise vested in him, take any and all actions, including the procurement 
or the services of attorneys by contract, determined by him to be necessary 
or desirable in making, servicing, comprising, modifying, liquidating, or 
otherwise dealing with or realizing on loans made under the provisions of 
this Act: Provided, That no attorneys’ services shall be procured by contract 
in any office where an attorney or attorneys are or can be economically 
employed full time to render such services; and 

“(S8) pay the transportation expenses and per diem in lieu of subsistence 
expenses, in accordance with the Travel Expense Act of 1949, for travel of 
any person employed by the Administration to render temporary services 
not in excess of six months in connection with any disaster referred to in 
section 106 (b) of this Act, from place of appointment to, and while at, 
the disaster area and any other temporary posts of duty and return upon 
completion of the assigninent ; 

“(9) to accept the services and facilities of Federal, State. and local 
agencies and groups, both public and private, and utilize such gratuitous 
services and facilities as may, from time to time, be necessary to further 
the objectives of this section ; 

“(c¢) To such extent as he finds necessary to carry out the provisions of this 
Act, the Administrator is hereby authorized to procure the temporary (not in 
excess of six months) services of experts or consultants or organization thereof 
including stenographic reporting services, by contract or appointment, and in 
such cases such service shall be without regard to the civil-service and classifi 
cation laws, and, except in the case of stenographic reporting services by organ 
izations, Without regard to section 3709, Revised Statutes, as amended (41 U 
S. C. 5). Any individual so emploved may be compensated at a rate not in 
excess of $50 per diem, and, while such individual is away from his home or 
regular place of business, he may be allowed transportation and not to exceed 
$15 per diem in lieu of subsistence and other expenses 

“Sec. 105. (a) All moneys of the Administration not otherwise employed may 
be deposited with the Treasurer of the United States subject to check by author 
ity of the Administration. The Federal Reserve banks are authorized and 
directed to act as depositaries, custodians, and fiscal agents for the Administra 
tion in the general performance of its powers conferred by this Act. Any banks 
insured by the Federal Deposit Insurance Corporation, when designated by 
the Secretary of the Treasury, shall act as custodians and financial agents for 
the Administration. Each Federal Reserve bank, when designated by the Ad 
ministrator as fiscal agent for the Administration, shall be entitled to be re- 
imbursed for all expenses incurred as such fiscal agent. 

“(b) The Administrator shall contribute to the civil-service retirement and 
disability fund, on the basis of annual billings as determined by the Civil Service 
Commission, for the Government’s share of the cost of the civil-service retire- 
ment system applicable to the employees engaged in carrying out the functions 
of this Act or the beneficiaries of such employees. The Administrator shall also 


SMALL BUSINESS ACT 13 


contribute to the employees’ compensation fund, on the basis of annual billings 
as determined by the Secretary of Labor, for the benefit payments made from 
such funds on account of employees engaged in carrying out the functions financed 
by such revolving fund. The annual billings shall also include a statement of 
the fair portion of the cost of the administration of the respective funds, which 
shall be paid by the Administrator into the Treasury as miscellaneous receipts. 

“Sec. 106. (a) The Administration is empowered to make loans (i) to enable 
small-business concerns to finance plant construction, conversion, or expansion, 
including the acquisition of land; or (ii) to finance the acquisition of equipment, 
facilities, machinery, supplies, or materials; or (iii) to supply such concerns with 
workng capital to be used in the manufacture of articles, equipment, supplies, 
or materials for war, defense, or civilian production; or (iv) as may be necessary 
to insure a well-balanced national economy; and such loans may be made or 
effected either directly or in cooperation with banks or other lending institutions 
through agreements to participate on an immediate or deferred basis: Provided, 
however, That the foregoing powers shall be subject to the following restrictions 
and limitations: 

“(1) No financial assistance shall be extended pursuant to this subsection 
unless the financial assistance applied for is not otherwise available on reasonable 
terms. 

‘(2) No immediate participation may be purchased unless it is shown that 
a deferred participation is not available; and no loan may be made unless it 
is shown that a participation is not available. 

“(3) In agreements to participate in loans on a deferred basis under this sub- 
section or under subsection (b) of this section, such participation by the Adminis- 
tration shall not be in excess of 90 per centum of the balance of the loan out- 
standing at the time of disbursement. 

‘(4) No loan shall be extended if the total amount outstanding and committed 
(by participation or otherwise) to the borrower from the revolving fund estab 
lished by this title would exceed $250,000. The maximum rate of interest for 
the Small Business Administration’s share of participating or direct business 
lonns Shall be no more than 5 per centum or the prevailing rate if lower than 5 
per centum. The standard for the determination for prevailing rates shall mean 
the prevailing rate within the respective Federal Reserve districts where the 
money loaned is to be used. The foregoing limitation of $250,000 shall not apply 
to any loan extended to any corporation formed and capitalized by a group of 
Siwall-business concerns with resources provided by them for the purpose of ob- 
taining for the use of such concerns raw materials, equipment, inventories, or sup 


plies, or for establishing facilities for such purpose. For any such corporation 
the limit of any loan extended or made as provided for in this section shall be 
S250,000 multiplied by the number of separate small businesses which have 


formed and capitalized a corporation as hereinbefore provided. 

(5) The Administrator of the Small Business Administration is authorized 
to consult with representatives of small-business Concerns With a view to encour- 
ing the formation by such concerns of the corporations referred to in para 
auph (4) of this section. No act, or omission to act, if requested by the Admin- 
istrator pursuant to this paragraph, and if found and approved by the Small 
Business Administration as contributing to the needs of small business, shall be 
construed to be within the provisions of the antitrust laws or Federal Trade 
Connnission Act of the United States. A copy of the statement of any such 
finding and approval intended to be within the coverage of this section, and any 
modification or withdrawal thereof, shall be furnished to the Attorney General 
and the Chairman of the Federal Trade Commission when made, and it shall be 
published in the Federal Register. The authority granted in this paragraph 
shall be exercised only (A) by the Administrator, (B) upon the condition that 
the Administrator consult with the Attorney General and with the Chairman 
of the Federal Trade Commission, and (C) upon the condition that the Adminis- 
trator obtuin the approval of the Attorney General before exercising such author 
ity Upon withdrawal of any request or finding hereunder or upon withdrawal 
by the Attorney General of his approval of the voluntary agreement or program 
upon which the request or finding is based, the provisions of this paragraph 
shall not apply to any subsequent act or omission to act by reason of such finding 
or request. 

“(6) No loan, including renewals or extensions thereof, may be made for a 
period or periods exceeding ten years, except that (A) any loan made for the 
purpose of constructing facilities may have a maturity of ten years plus such 
additional period as is estimated may be required to complete such construction, 
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and (B) any loan extended to corporations formed and capitalized by a group 
of small-business concerns for the purpose of constructing facilities may have a 
maturity of twenty years plus such additional time as is required to complete 
such construction and at an interest rate not less than 3 nor more thun 5 per 
centum per annuin 

“(7) All loans made shall in the judgment of the Administrator offer reason 
able assurance of repayment. 

“(b) The Administration also is empowered— 

“(1) to make such loans (either directly or in cooperation with banks or 
other lending institutions through agreements to participate on an imme 
diate or deferred basis) as the Administration may determine to be necessary 
or appropriate because of floods or other catastrophes ; 

“(2) to make such loans (either directly or in cooperation with banks 
or other lending institutions through agreements to participate on an 
immediate or deferred basis) as the Administration may determine to be 
necessary or appropriate to any small-business concern located in an area 
affected by a drought, if the Administration determines that the small 
business concern has suffered a substantial economic injury as a result of 
such drought and the President has determined under the Act entitled *A1 
Act to authorize Federal assistance to States and local governments in 
major disasters, and for other purposes’, approved September 80, 1950, as 
amended (42 U. S. C., sees. 1855-1855¢), that sueh drought is a major 
disaster, or the Secretary of Agriculture has found under the Act entitled 
‘An Act to abolish the Regional Agricultural Credit Corporation of Wash 
ington, District of Columbia, and transfer its functions to the Secretary of 
Agriculture, to authorize the Secretary of Agriculture to make disaste) 
loans, and for other purposes’, approved April 6, 1940, as ametded (iz 
U.S. C., secs. 1148a—-1 1148a-8), that such drought constitutes a production 
or economic disaster in such area. 

“(3) No loans, including renewals and extensions thereof, made put 
snant to this subsection may be made for a period or periods exceedin 
twenty years; 

‘(4) The interest rate on the Administration’s share of loans made pur 
suant to this subsection shall not exceed 3 per centum per annum. 

“(c) The Administration may further extend the maturity of or renew any 
loan made pursuant to this section beyond the periods stated therein, or any loan 
transferred to the Administration pursuant to Reorganization Plan Numbered 
2 of 1954, for additional periods not to exceed ten years, if such extension o1 
renewal will aid in the orderly liquidation of such loan. 

“Sec. 107. It shall be the duty of the Administration and it is hereby em 
powered, whenever it determines such action is necessary— 

“(a) (1) to enter into contracts with United States Government and any 
department, agency, or officer thereof having procurement powers obligating 
the Administration to furnish articles, equipment, supplies, or materials to 
the Government. In any case in which the Administration certifies to any 
officer of the Government having procurement powers that the Administra 
tion is competent to perform any specific Government procurement contract 
to be let by any such officer, such officer shall be authorized in his discretion 
to let such procurment contract to the Administration upon such terms and 
conditions aS may be agreed upon between the Administration and the pro 
curement officer ; 

“(2) to arrange for the performunce of such contracts by negotiating or 
otherwise letting subcontracts to small-business concerns or others for the 
manufacture, supply, or assembly of such articles, equipment, supplies. 
or materials, or parts thereof, or servicing or processing in Connection there 
with, or such management services as may be necessary to enable the 
Administration to perform such contracts; 

“(b) to provide technical and managerial aids to small-business concerns, 
by advising and counseling on matters in connection with Government pro 
curement and on policies, principles, and practices of good management, 
including but not limited to cost accounting, methods of financing, business 
insurance, accident control, wage incentives, and methods engineering. by 
cooperating and advising with voluntary business, professional, educational, 
and other nonprofit organizations, associations, and institutions and with 
other Federal and State agencies, by maintaining a clearing house for in 
formation concerning the managing, financing, and operation of small-busi 
ness enterprises, by disseminating such information, and by such othe 
activities as are deemed appropriate by the Administration ; 


SMALL BUSINESS ACT Ld 


“(c) to make a complete inventory of all productive facilities of small- 
business concerns which can be used for war, defense, or civilian production, 
or to arrange for such inventory to be made by any other governmental 
agency which has the facilities. In making any such inventory, the appro- 
priate agencies in the several States may be requested to furnish an inven- 
tory of the productive facilities of small-business concerns in each respective 
State if such an inventory is available or in prospect ; 

“(d) to coordinate and to ascertain the means by which the productive 
capacity of small-business concerns can be most effectively utilized for war, 
defense, or civilian production ; 

“(e) to consult and cooperate with officers of the Government having pro- 
curement powers, in order to utilize the potential productive capacity of 
plants operated by small-business concerns ; 

“(f) to obtain information as to methods and practices which Govern- 
ment prime contractors utilize in letting subcontracts and to take action to 
encourage the letting of subcontracts by prime contractors to small-business 
concerns at prices and on conditions and terms which are fair and equi- 
table: 

“(g) to determine within any industry the concerns, firms, persons, cor- 
porations, partnerships, cooperatives, or other business enterprises, which 
are to be designated ‘small-business concerns’ for the purpose of effectuating 
the provisions of this Act. To carry out this purpose the Administrator, 
when requested to do so, shall issue in response to each such request an 
appropriate certificate certifying an individual concern as a ‘small-business 
concern’ in accordance with the criteria expressed in this Act. Any such 
certificate shall be subject to revocation when the concern covered thereby 
ceases to be a ‘small-business concern’. Offices of the Government having 
procurement or lending powers, or engaging in the disposal of Federal prop- 
erty or allocating materials or supplies, or promulgating regulations affect- 
ing the distribution of materials or supplies shall accept as conclusive the 
Administration's determination as to which enterprises are to be designated 
‘small-business concerns’, as authorized and directed under this paragraph ; 

“(h) to certify to Government procurement officers with respect to the 
competency, as to capacity and credit, of any small-business concern or 
group of such concerns to perform a specific Government procurement con- 
tract In any case in which a small-business concern or group of such 
concerns has been certified by or under the authority of the Administra- 
tion to be a competent Government contractor with respect to capacity and 
credit as to a specific Government procurement contract, the officers of 
the Government having procurement powers are directed to accept such 
certification as conclusive, and are authorized to let such Government pro- 
curement contract to such concern or group of concerns without requiring 
it to meet any other requirement with respect to capacity and credit; 

“(i) to obtain from sny Federal departinent, establishment, or agency 
engaged in procurement or in the financing of procurement or production 
such reports concerning the letting of contracts, and subcontracts and mak- 
ing loans to business concerns as it may deem pertinent in carrying out its 
functions under this Act; 

“(j) to obtain from suppliers of materials information pertaining to the 
method of filling orders and the bases for allocating their supply, whenever 
it appears that any small business is unable to obtain materials from its 
normal sources 

“(k) to make studies and recommendations to the appropriate Federal 
agencies to insure that a fair proportion of the total purchases and con- 
tracts for supplies and services for the Government be placed with small- 
business enterprises, to insure that a fair proportion of Government con- 
tracts for research and development be placed with small-business concerns, 
and to insure a fair and equitable share of materials, supplies, and equip- 
ment to small-business concerns. 

“(1) to consult and cooperate with all Government agencies for the pur- 
pose of insuring that small-business concerns shall receive fair and reasonable 
treatment from said agencies : 

“(m) to establish such small-business advisory boards and committees 
truly representative of small business as may be necessary to achieve the 
purposes of this Act: 

“(n) to make studies of matters materially affecting the competitive 
strength of small business, or the effect on small business of Federal pro- 
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grams or regulations: to make recommendations to the appropriate Federal 
agency for the adjustment of such programs or regulations to the needs 
of small business. 

“Sec. 108. (a) The Administration shall make a report every six months 
of operations under this Act to the President, the President of the Senate, and 
the Speaker of the House of Representatives. Such report shall include the 
names of the business concerns to whom contracts are let and for whom financing 
is arranged by the Administration, together with the amounts involved, and 
such report shall include such other information and such comments and reco- 
mendations as the Administration may deem appropriate. 

“(b) The Administration shall make a report to the President, the President 
of the Senate, and the Speaker of the House of Representatives, to the Senate 
Select Committee on Small Business and to the House Select Comimittee To 
Conduct a Study and Investigation of the Problems of Small Business on June 
30 and December 31, of each year, showing as accurately as possible for each 
such period the amount of funds appropriated to it that it has expended in 
the conduct of each of its principal activities such as lending, procurement, 
contracting, and providing technical and managerial aids. 

“(c) The Attorney General is directed to make, or request the Federal Trade 
Commission to make for him, surveys for the purpose of determining any 
factors which may tend to eliminate competition, create or strengthen monopo 
lies, injure small business, or otherwise promote undue concentration of eco- 
nomic power in the course of the administration of this Act. The Attorney 
General shall submit to the Congress and the President within ninety days 
after approval of this Act, and at such times thereafter as he deems desirable, 
reports setting forth the results of such surveys and including such recom- 
mendations as he may deem desirable. 

“(d) For the purposes of aiding in carrying out the national policy to insure 
that a fair proportion of the total purchases and contracts for supplies and 
services for the Government be placed with small-business enterprises, and to 
maintain and strengthen the overall economy of the Nation, the Department 
of Defense shall make a monthly report to the President, the President of the 
Senate, and the Speaker of the House of Representatives not less than forty 
five days after the close of the month, showing the amount of funds appro 
priated to the Department of Defense which have been expended, obligated, or 
contracted to be spent with small-business concerns and the amount of such 
funds expended, obligated, or contracted to be spent with firms other than 
small business in the same fields of operation; and such monthly reports shall 
show separately the funds expended, obligated, or contracted to be spent for 
basic and applied scientilic research and development. 

“(e) The Administration shall retain all correspondence, records of inquiries, 
memoranda, reports, books, and records, including memoranda as to all inves 
tigations conducted by or for the Administration, for a period of at least one 
year from the date of each thereof, and shall at all times keep the same avail 
able for inspection and examination by the Senate Select Cominittee on Small 
susiness, and the House Select Committee To Conduct a Study and Investiga 
tion of the Problems of Small Business, or their duly authorized representatives. 

“(f) It shall be the duty of the Administration to consult and cooperate 
with governmental departments and agencies in the issuance of all orders 
or in the formulation of policy or policies in any way affecting small-businuess 
concerns. All such governmental departments or agencies are required, before 
issuing such orders or wnnouncing such pelicy or policies, to consult and co 
operate with the Administration in order that the interests of small-business 
enterprises may be recognized, protected, and preserved. 

“Sec. 109. (a) The President is authorized to consult with representatives of 
small-business concerns with a view to encouraging the making by such pe! 
sons with the approval of the President by voluntary agreements and programs 
to further the objectives of this Act. 

“(b) No act or omission to act pursuant to this Act which occurs while this 
Act is in effect, if requested by the President pursuant to a voluntary agree 
ment or program approved under subsection (a) of this section and found by 
the President to be in the public interest as contributing to the national de 
fense, shall be construed to be within the prohibition of the antitrust laws or 
the Federal Trade Commission Act of the United States. A copy of each such 
request intended to be within the coverage of this section, and any modification 
or withdrawal thereof, shall be furnished to the Attorney General and the 
Chairman of the Federal Trade Commission when made, and it shall be pub 
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lished in the Federal Register unless publication thereof would, in the opinion 
of the President, endanger the national security. 

“(c) The authority granted in subsection (b) of this section shall be delegated 
only (1) to an official who shall for the purpose of such delegation be required 
to be appointed by the President by and with the advice and consent of the 
Senate, and (2) upon the condition that such official consult with the Attorney 
General and the Chairman of the Federal Trade Commission not less than ten 
days before making any request or finding thereunder, and (8) upon the con- 
dition that such official obtain the approval of the Attorney General to any request 
thereunder before making the request. 

“(d) Upon withdrawal of any request or finding hereunder, or upon with- 
drawal by the Attorney General of his approval of the voluntary agreement or 
program on which the request or finding is based, the provisions of this section 
shall not apply to any subsequent act, or omission to act, by reason of such 
finding or request. 

“Sec. 110. The President may transfer to the Administration any functions, 
powers, and duties of any department or agency which relate primarily to 
small-business problems. In connection with any such transfer, the President 
may provide for appropriate transfers of records. property, necessary per- 
sonnel, and unexpended balances of appropriations and other funds available 
to the department or agency from which the transfer is made. 

“See. 111. No loun shall be made or equipment, facilities, or services furnished 
by the Administration under this Act to any business enterprise unless the 
owners, partners, or Officers of such business enterprise (1) certify to the Admin- 
istration the names of any attorneys, agents, or other persons engaged by or 
on behalf of such business enterprise for the purpose of expediting applications 
made to the Administration for assistance of any sort, and the fees paid or 
to be paid to any such persons; (2) execute an agreement binding any such 
business enterprise for a period of two years after any assistance is rendered 
by the Administration to such business enterprise, to refrain from employing, 
tendering any office or employment to, or retaining for professional services, any 
person who, on the date such assistance or any part thereof was rendered, or 
within one year prior thereto, shall have served as an officer, attorney, agent, 
or employee of the Administration occupying a position or engaging in activities 
Which the Administration shall have determined involve discretion with respect 
to the granting of assistance under this Act; and (3) furnish the names of lend- 
ing institutions to which such business enterprise has applied for loans together 
with dates, amounts, terms, and proof of refusal. 

“Sec. 112. To the fullest extent the Administration deems practicable, it shall 
make a fair charge for the use of Government-owned property and make and let 
contracts on a basis that will result in a recovery of the direct costs incurred 
by the Administration. 

“Sree. 113. To effectuate the purposes of this Act, small-business coneerns 
within the meaning of this Act shall receive any award or contract or any part 
thereof as to which it is determined by the Administration and the contracting 
procurement agency (1) to be in the interest of maintaining or mobilizing the 
Nation’s full productive capacity, or (2) to be in the interest of war or national 
defense programs. Whenever the Administration and the contracting procure- 
ment agency fail to agree, the matter shall be submitted for determination to 
the Secretary or the head of the appropriate department or agency by the Admin- 
istrator of the Small Business Administration. 

“Src. 114. (a) Whoever makes any statement knowing it to be false, or who- 
ever willfully overvalues any security for the purpose of obtaining for himself 
or for any applicant any loan, or extension thereof by renewal, deferment of 
auction, or otherwise, or the acceptance, release, or substitution of security there- 
for, ov for the purpose of influencing in any way the action of the Administration, 
or for the purpose of obtaining money, property, or anything of value, under 
this Act, shall be punished by a fine of not more than $5,000 or by imprisonment 
for not more than two years, or both. 

‘(b) Whoever, being connected in any capacity with the Administration, 
(1) embezzles, abstracts, purloins, or willfully misapplies any moneys, funds, 
securities, or other things of value, whether belonging to it or pledged or other 
Wise entrusted to it, or (2) with intent to defraud the Administration or any 
other body politic or corporate, or any individual, or to deceive any officer, 
auditor, or examiner of the Administration, makes any false entry in any 
book, report, or statement of or to the Administration, or without being duly 
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authorized, draws any order or issues, puts forth, or assigns any note, debenture, 
bond, or other obligation, or draft, bill of exchange, mortgage, judgment, or 
decree thereof, or (3) with intent to defraud participates, shares, receives 
directly or indirectly any money, profit, property, or benefit through any transac- 
tion, loan, commission, contract, or any other act of the Administration, or (4) 
gives any unauthorized information concerning any future action or plan of the 
Administration which might aifect the value of securities, or, having such 
knowledge, invests or speculates, directly or indirectly, in the securities or 
property of any company or corporation receiving loans or other assistance from 
the Administration shall be published by a fine of not more than $10,000 or by 
imprisonment for not more than five years, or both. 

“Sec. 115. (a) The Administration shall not duplicate the work or activity 
of any other department or agency of the Federal Government and nothing 
contained in this Act shall be construed to authorize any such duplication unless 
such work or activity is expressly provided for in this Act. 

“(b) All small business functions not heretofore transferred to the Small 
Business Administration by the Department of Commerce are hereby transferred 
upon the effective date of this Act. 

“Sec. 116. If any provision of this Act, or the application thereof to any 
person or circumstances, is held invalid, the remainder of this Act, and the 
application of such provision to other persons or circumstances, shall not be 
affected thereby. 

“Seo. 117. There are hereby authorized to be appropriated such sums as may 
be necessary and appropriate for the carrying out of the provisions and purposes 
of this Act. 

“Sec. 118. All laws and parts of laws inconsistent with this Act are hereby 
repealed to the extent of such inconsistency.” 

“he CuHarrmMan. We have with us this morning Mr. Wendell B. 
Barnes. He informs me he has a ticket on a plane that leaves at 
1:05 and wants te get away not later than 12:15. I told—— 

Mr. Parman. Mr. Chairman, would we have another opportunity 
to question Mr. Barnes? Obviously we can’t cover the entire bill this 
morning. 

The CHarrmMan. Yes. He said he would come back. 

Mr. Patman. Today is Tuesday. If he leaves at 1 o’clock, when 
can we talk to him again? 

The Cuatrman. In the latter part of this week. 

Mr. Barnes. I would be back tomorrow and available the day after 
tomorrow. 

The Cuarrman. The day after tomorrow / 

Mr. Barnes. Yes, sir. 

Mr. Parman. That is all right. 

The CuatrmMan. We are here to consider the extension of the Small 
Business Act. We would hear you, Mr. Barnes. If you have a 
statement, you may proceed to read it. 

Mr. Barnes. Thank you. 

The CuarrmMan. Without interruption, if you so desire. 

Mr. Barnes. Thank you, Mr. Chairman. 


STATEMENT OF HON. WENDELL 3B. BARNES, ADMINISTRATOR OF 
THE SMALL BUSINESS ADMINISTRATION 


Itisa pleasure to meet with this commitee to diseuss in general the 
programs of the Small Business Administration and to comment on 
certain legislation now being considered by this committee. 

L would like to emphasize the progress which the Small Business 
Administration has made in each of its major areas of service: As- 
sistance to small-business concerns with thei financial problems; 


l assistance to disaster victims: assistance to small firms in 


ane): 
nna la 


SMALL BUSINESS ACT 19 


obtaining a fair share of Government contracts: and assistance to 

small firms with their management and technical production prob- 

lems. 
FINANCIAL ASSISTANCE 


The lending program of the Small Business Administration is di- 
vided into three main functions: Providing small-business concerns 
with advice and active aid in their financial problems; extending 
needed credit to small businesses for working capital, expansion and 
other needs; and making loans to victims of floods, hurricanes and 
other disasters for the restoration or rehabilitation of damaged prop- 
erty. 

The business-loan program has been marked by steadily increasing 
activity since the agency first began accepting applications on Sep- 
tember 29, 1953. Of the total of 15,377 business-loan applications for 
845,022,000 received through April 30 of this year, 37 percent were 
received in the first 10 months of the present fiscal year. C urrently, 
slightly over 50 percent of all applications acted upon result in loan 
approvals, 

At the beginning of the present fiscal year it was anticipated that 
an average of 350 business loan applications per month would be 
received. Instead, an average of 569 applications per month have 
been filed, reaching a high of 702 applications in March. Five hun- 
dred sixty-two applic ations for business loans were received in April. 

Because of this unanticipated increase in demand for business 
loans, It was necessary to ask Congress to increase the legislative limi- 
tation on the agency's business loans outstanding from $150 million 
to $230 million. This is in addition to the $215 million authorized for 
disaster loans. The revolving fund for loans was also depleted to 
the point where formal approval of business loans had to be discon- 
tinued from February 1 until April 22, when additional funds were 
appropriated and approvals could be resumed. 

In the operatin of the disaster-loan program, 7,140 applications 
for $97,636,000 have been received resulting in 5,829 loan approvals 
for $63,126,000. The heaviest activity occurred in fiscal year 1956 
during which, due to extensive floods in New England and on the 
west coast, 4,006 applications for disaster relief were received. 


PRODUCTION AND TECHNICAL ASSISTANCE 


The procurement and technical-assistance programs of the Small 
Business Administration are designed to assist small firms desiring 
to bid on Government purchases of supplies and services, and related 
subcontracting opportunities, and to help small-business concerns 
— abreast of improved production, management, and marketing 
techniques. 

Highlights and accomplishments of these programs are: 

Set-aside actions earmarking Government purchases for exclusive 
award to small-business firms have increased progressively, both with 
respect to number of set-aside actions and contracts awarded. These 
set-asides are made by SMA jointly with the Department of Defense, 
and civilian procurement agencies, that have entered into this coop- 
erative program. 
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From August 1953 through March 1957, a total of 19,123 joint 
set-asides has been earmarked for small business, from which 14.157 
awards were made, resulting in 22,115 contracts to small firms. The 
value of the contracts awarded is approximately $1 billion. The num 
ber of set-aside actions increased 105 percent for the 9 months e nding 
March 1957, compared with the same period of the previous year. 
Likewise, contract awards resulting from these set-asides for the 
same period increased twofold. 

Increased emphasis pl: age by SBA on subcontracting is reflected 
the 48 percent increase in the number of contacts made during the 
nine months ending eink 1957, as compared with last year. 

The number of firms assisted to bid on specific procurements in- 
creased 73 percent. 

Additional sources of supply furnished for bidders lists on which 
small-business competition was needed increased 46 percent for the 
% months period being compared. 

The number of applications received for certificates of competency 
increased 34 percent and COC’s issued increased 11 percent over the 
9 months period ot the previous fiscal year. 

The increased number of loans and other types of small-business 
cases involving technical production assistance, is observed in the 46 
percent increase in loan appraisals and other technical surveys related 
to these items. 

There has been a continued increase in the number of requests re 
ceived from small firms for Small Business Administration small 
business publications; 3,331,600 management and technical publica 
tions have been distributed since August 1953. 

There has been a 95-percent increase in the number of requests to 
the agency for products assistance; 802 new products were listed in 
the agency's products list circular during the 9 months ending March 
1957, and 2.956 requests were received by the agency for Information 
and data on the items so listed. 

The magnitude of the job of assisting the greatest possi 
of small firms is highlighted when one considers that there are more 
than 4 million small business concerns, including approximately 
300,000 small manufacturers. It has been necessary to olVve the vreat- 
est emphasis to activities which are far-reaching in scope and which 
benefit the largest possible number of small firms. The top prior ity 
in the procurement programs has been given to that phi ise which in- 
volves setting aside certain Government purchases for commie 
award to small firms. 

During the past year the personnel of the Small Business Admin- 


istration have had to devote the maximum share of their time and 


1] | 
pie Dub boel 


energy in meeting an Tresrbenaete demand for the agency's services in the 
financial and technical assistance fields, and to making refinements 
in these programs which experience has indicated were necessary. 
However, in spite of the increased workload under our programs, we 
have worked diligently to find new ways to further the interest of 
small business. 

M: any of the activities of this Age TLC h: ive been Cc ondue te dj In ¢ ‘oop er 
ation with other Government agencies with the Small Business Admin- 
istration serving as spokesman and advocate of small business. 

I would like to mention just a few of the principal areas in which 
] 


W heli e these coonerative efforts have been most effective. 


SMALL BUSINESS ACT 21 


sy working with the Securities and Exchange Commission on the 
revisions of regul: ation A, we have promoted the extension of simpli- 
fied registration of security issues to a larger number of small busi- 
nesses interested in obtaining equity capital. 

We have cooperated with the Fish and Wildlife Service of the 
Department of the Interior in establishing a fisheries loan program. 

We have worked with the Department of Agriculture on the 
drought-disaster loan program. I have been serving at the request 
of the Department of Agriculture as a member of the Committee of 
Rural Development Program and SBA is taking part in the activi- 
ties planned by this committee. 

With the assistance of the Medical Facilities Branch in the De- 
partment of Health, Education, and Welfare, we have developed a 
program of loans to privately owned hospitals, nursing homes and 
medical and dental laboratories. 

In collaboration with the Departments of Commerce, Justice, Ex- 
port-Import Bank, Federal Trade Commission, International Coop- 
eration Administration, and Internal Revenue Service, we have de- 
veloped and published much information of value to small business 
in the form of management and technical assistance publications, 
particularly in the fields of income taxation and opportunities for 
small business in international trade. 

The Small Business Administration is giving its full cooperation 
to the General Services Administration in a comprehensive review 
of procurement policies and procedures of all Government depart- 
ments and agencies. 

The Small Business Administration and the Department of Com- 
merce jointly are developing plans for a conference on technical 
research and development and distribution for the benefit of small 
business to be held in Washington, D. C., on September 24-26, 1957 
It is our belief that this conference will carry out the President’s 
objective for widening the opportunities for small business through 
research both in the field of product development and in the field of 
marketing and distribution. 

The Small Business Administration is cooperating with the Bureau 
of the Budget in a study of the reports and statistics required of 
small business by the Government. 

Let me turn now to the legislation pending before this committee 
Since the enactment of the Small Business Act of 1953, there have 
been several changes made by the Congress in SBA’s existing author- 
ity. In 1955, for example, the agency’s maximum lending authority 
vas increased from $150,000 to $250,000 and was further extended 
by recommendation of this committee to include a program of pool 
loans whereby a group of small-business concerns could borrow in 
excess of $250,000 for the purpose of establishing facilities to produce 
and secure raw materials or supplies. 

In 1955, the disaster-loan authority was extended to include disaster 
loans to victims of drought. The same legislation fixed a maximum 
interest rate of 3 percent on disaster loans and a maximum of the 
“rate prevailing in the area where the money loaned is to be used,” 
but not to exceed 6 percent on business loans. 

This act also provided for the Department of Defense to make 
monthly reports concerning the share of funds going for small- 
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business concern contracts, and further provided for the issuance 
by the Small Business Administration of a certificate to “small- 
business concerns.” 

Section 214 of the act was expanded to include in the joint deter- 
mination programs the concept of maintaining the Nation’s produc- 
tive capacity. 

In 1956, the disaster-loan authority was increased from $25 million 
to $125 million and was amended to provide that loans for both resi- 
dential and business purposes could be made for periods not to exceed 
20 years, and further that the maximum interest rate on the Small 
Business Administration share of the loan shall be 3 percent. 

The committee is now considering H. R. 6645. a bill introduced 
by Congressman William S. Hill, of Colorado. This bill has received 
unanimous support from all the agencies in the executive branch. 
It establishes the Small Business Administration as a permanent 
agency and clarifies portions of the existing statute. 

The Small Business Act which authorizes the establishment of the 
Small Business Administration was passed by the Congress in 1953. 
The original legislation provided that all authority under the act 
would terminate June 30,1955. In the latter year, Congress amended 
and extended the act to July 31, 1957, at which time this law will 
terminate. 

Operation and experience under such temporary legislation have 
revealed a number of Jimitations which hamper the efficient operation 
of the Small Business Administration : 

(1) There is a tendency to regard SBA programs as temporary 
expedients. As the expiration date of the Small Business Act ap- 
proaches, some institutions no doubt hesitate to join with the agency 
in participation loans. This hesitation may be founded in the un 
certainty that a bank committed to participation in a long-range loan 
program may incur unanticipated expenses arising out of the shift 
of responsibilities from SBA to a successor. 

(2) Governmeint agencies may be reluctant to embark on long 
range programs with SBA because they may find themselves burdened 
with additional responsibilities which they are not prepared to assume 
if SBA should be terminated. 

(3) A short-range temporary agency encounters personnel prob- 
lems which can be alleviated by longer tenure. The demand for SBA 
loans has practically doubled within the past year and it is anticipated 
that this higher level of activity will continue into the future. It 
has been difficult to obtain a sufficie nt number of qualified financial 
specialists to carry forward the agency’s financial assistance program. 
If one trained employee is lost today, he may be replaced only with 
extreme difficulty because such employees are not attracted to a Gov 
ernment agency operating under a termination date effective in the 
near future. For the same reason there is a lack of incentive for 
longer range training programs to increase the efficiency of the 
agency. 

(4) It appears clear that the Small Business Administration will 
have important and continuing responsibilities in any defense pro 
gram. However, integration of the Small Business Administration 
into national defense planning is made difficult by the temporary 
nature of the agency. 
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(5) Experience has indicated that better relations with the busi- 
ness world can be established if it is clear that the Administration’s 
small-business program is a continuing one. 

[t thus appears clear that establishing the Small Business Admin- 
istration as a permanent agency will strengthen all of the agency’s 
small-business programs. H. R. 6645 continues the agency’s Loan 
Policy Board. As you know, this Board is composed of the Admin- 
istrator of the Small Business Administration who serves as Chair- 
man, the Secretary of the Treasury, and the Secretary of Commerce, 
or their designees. This Board has been performing an essential 
function by establishing policies which have assisted the Small Busi- 
ness Administration to meet the credit needs of” small-business 
concerns. 

At the same time, the Board provides a means for coordinating the 
agency's policies with those of other Government departments. Con- 
trary to some misconceptions concerning it, the Board does not super- 
vise the administrative activities of the Small Business Administration 
or take any part in its management. It functions only in developing 
the overall lending policy of the agency. 

I have found it difficult to understand the criticism directed at the 
Loan Policy Board. Most actions taken by the Board have resulted 
in liberalizing our existing programs. 

The Small Business Administration i in lending public moneys must 
he guided by the requirements of what is in the public interest. The 
determination of what constitutes the public interest can best be deter- 
mined by the collective judgment of representatives of those Govern- 
ment agencies having substantial responsibilities in the business and 
fiscal affairs of the Nation. 

I have found the Loan Policy Board to be of great assistance to me 
in the administration of the lending program of the Small Business 
Administration and its deliberations and actions have been marked 
by a spirit of cooperation and harmony. 

I have submitted to this committee a section by section analysis of 
H. R. 6645, which, I believe, is self-explanatory. I would like, never- 
theless, to call the attention of this committee to certain differences 
hetween H. R. 6645 and the present Small Business Act. 

1. In section 202, which enunciates the policy of the Congress in 
enacting the Small Business Act, the present statement in that section 
that. a fair proportion of the total purchases and contracts for supplies 
and services for the Government be placed with small business has 
been revised to state that a fair proportion of the total purchases 
and contracts for property and services for the Government, including 
but not limited to contracts for maintenance, repair, and construction, 
be placed with small business. This revision makes it clear that the 
policies laid down by Congress and the activities of the Small Busi- 
ness Administration are extended to all types of Government con- 
tracts. These will include in addition to the usual supply contracts, 
contracts for research and development, and for all types of mainte- 
nance and construction including the construction of highways. 

H. R. 6645 strengthens the Small Business Administration’s dis- 
aster program in several respects. Recruitment of temporary per- 
sonnel to serve in disaster areas is made easier by authorizing the 
payment of transportation expenses of such temporary personnel from 
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their home to the disaster area and return. In connection with dis 
aster loans made to small businesses located in drought areas which 
have suffered from the effect of such drought, H. R. 6645 provides 
that businesses in areas affected by the drought are eligible for disaster 
loans, even though the drought may have been officially terminated. 

3. Section 207 (a) (2) of the present act authorized loans in excess 
of $250,000 to corporations formed by a group of small-business con- 
cerns for the purpose of— 
establishing facilities in and through such corporations to produce or secure 
raw materials or supplies * * * 

H. R. 6645 has clarified this language and provides that such loans 
may be made to such corporations established— 
for the purpose of obtaining for the use of such concerns raw materials, equip- 
ment, inventories, or supplies, or for establishing facilities for such purposes. 

This change which is a desirable one makes more specific the purpose 
for which such group corporations may be formed. 

In addition, H. R. 6645 clarifies the procedures for obtaining certain 
antitrust exemptions in connection with the activities of the corpora 
tions formed by small concerns. 

4. H. R. 6645 provides in section 208 (n) broad authority to SBA 
to make studies of matters materially affecting the competitive 
strength of small business. This provision will enable the Small 
Business Administration to make comprehensive reviews of small 
business problems which will be helpful to both the small business 
community and to the Congress. 

H. R. 6645 contains a provision whereby the Small Business Admin 
istration is authorized to borrow from the Treasury, program funds 
necessary for its revolving fund in lieu of requesting direct appropria 
tions. The annual budget Leigh will contain estimated annual 
borrowing requirements which will i > yey to the Appropriation 
Committees, and passed upon by the ‘ongress. Because requests for 
direct appropr lations must be est: ablished as close ly as possible to an 
ticipated needs, there has been very little fle xibility for handling un- 
forese ae. yusiness and disaster loan program increases. On several 
occasions it became necessary to suspend the approval of loans until 
the Congress could appropriate additional funds. 

Under the borrowing system, however, we intend to request that the 
annual borrowing limitation be set at a level high enough to permit 
a reserve for handling unanticipated progr um increases. In this con 
nection, sums will be borrowed and placed to the credit of the fund only 
in such amounts as are necessary to meet current le nding requireme nts. 

With respect to committing or obligating funds, we adopted the 
policy, in the fiseal year 1956, of committing funds for our share of 
deferred participation loans on a 15 percent basis rather than 100 
percent. At the time this policy was established, we were being called 
upon to purchase only 5 percent of the total deferred participation 
loans disbursed by banks. Thus, this policy prevented the reserving 
of funds, against which there were contingent habilities, in sums sub 
stantially in excess of possible need. Because of an upward trend in 
requests from banks for SBA to purchase its share of the participation 
loans, the fiscal year 1957 supplemental appropriation (Public Law 
55-19) provided for adjusting the 15 percent reserve upward to 20 
percent, 
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Under the borrowing authorization, participation loans will be 
committed on a L00-percent basis, but funds will be borrowed only to 
the extent necessary to cover the purchases requested by banks, This 
method will keep funds in line with actual requirements, and assures 
borrowing adequate to meet any unanticipated demand and at the same 
time avoid a confusing element in our accounting for deferred par- 
ticipation loans. 

Due to difficulties in estimating precisely the lending workload, the 
Congress will be requested to authorize the Bureau of the Budget to 
approve a limited amount of additional administrative funds to meet 
unpredictable workload increases. 

As an example of our difficulties in making accurate estimates, the 
1957 budget was predicated on a business loan application level of 350 
loans per month. 

Through April, the applications averaged 569, with 702 received 
in March. When such increases occur, backlogs develop and many 
small businesses suffer seriously due to our inability to handle their 
requests promptly. The proposed authority will permit the Bureau 
of the Budget to provide additional administrative funds immediately 
to process loan applications, closings, and so forth, which exceed the 
budge ted level, there by prevent ing the accumulation of large bac ‘klogs. 

You will note that H. R. 6645 establishes a uniform interest rate on 
the Small Business Administration share for all business loans. 

Similarly, a uniform rate exists for all disaster loans. In the case 
of business loans, including pool loans, the interest rate is fixed at a 
maximum of 6 percent on SBA’s share. That portion of section 207 
(a) (4) of the Small Business Act of 1953, as amended, which states 
that any loans “shall bear interest at the rate prevailing in the area 
where the money is to be used,” has been deleted. 

It is our opinion that in the case of business loans, interest is not es- 
tablished as a fixed rate in particular areas, but varies depending upon 
the circumstances of each particular case. 

The rates to be charged in business loans will depend on such things 
as financial condition of the borrower, his management ability, the 
liquidity of his assets, the term of the loan, the amount of servicing 
th: : would be required, and other factors. 

Under this legislation, the bank may still fix the rate of interest for 
the loan, which may be less than 6 percent, but in no event may the 
interest rate on SB.A’s share of the loan exceed 6 percent per annum. 

We recommend that this committee give favorable consideration to 
H. R. 6645. 

Other bills which affect the Small Business Administration are 
H. R. 5650, 5651, and 5693, introduced by Congressman Frank M. 
Coffin of Maine; H. R. 6144, 6145, and 6146, introduced by Congress- 
man Charles O. Porter of Oregon. 

H. R. 5651 (Coffin) and 6145 (Porter) are identical bills which 
direct the Small Business Administration to make extensive studies of 
certain problems of small business and to report on such studies. 

Section 208 (n) of H. R. 6645 (Till) would amend the Small Busi- 
ness Act to authorize the Small Business Administration to make 
studies of matters materially affecting the competitive strength of 
small business, or the effect on small business of Federal programs and 
regulations. 








26 SMALL BUSINESS ACT 


It is believed, therefore, that favorable consideration of H. R. 6645 
will eliminate the necessity for the changes proposed in H. R. 5651 
and 6145. 

H. R. 5693 (Coffin) and 6146 (Porter) are identical bills which 
would authorize the Small Business Administration to make loans 
to local nonprofit organizations promoted to assist and expand the 
economy of the area. Under these proposals, loans would be made 
without regard to the direct needs of small business and without limit 
as to the amount. 

Under its present authority the Small Business Administration has 
made loans to Development Credit Corporations where there has been 
a Clear showing that the proceeds of the loans will be utilized to assist 
an ascertainable small business. 

The program contemplated in H. R. 5693 and 6164 may have merit : 
however, a preferable approach would be the enactment of the Ad- 
ministration’s Area Assistance Act, H. R. 5459, introduced by Con- 
eressman Carrigg. 

H. R. 5650 (Coffin) and 6144 (Porter) would enlarge the present 
authority of the Small Business Administration to make disaster 
loans and would authorize such loans in those cases where the Presi- 
dent determines that such loans are necessary to alleviate a serious 
economic disaster, depression or dislocation. 

Here again, enactment of H. R. 5459, the Area Assistance Act, is 
recommended since this legislation is designed to deal with the prob- 
lems of economic distress in its broader aspects. 

I have, in this statement, covered only the high points of the Prog. 
ress that the Small Business Administration has made in each of 1 
programs of assistance to small business concerns. 

These are primary for the use of the staff, and I would leave it to the 
committee what portions might be reprinted, in the committee’s report, 
but there is a complete detailed and statistical analysis of all the SBA’s 
program. I would offer them as exhibits 1 and 2 

Subcommittee No. 2 of the House Small Business Committee intro- 
duced, I believe under the name of Mr. Multer, but I believe some of 
the other members of the committee joined in or introduced identical 
bills, a bill which came in over the weekend, or yesterday. At the 
request of the subcommittee, we have made a study of this bill, in 
order to try to make what helpful comments I could, at the hearing 
this morning. 

Needless to say, I have not had a very long time to study this bill. 
My comments must be understood in th: at light. 

However, for what they may be worth, I will comment on that bill 
the number of which I do not have. 

Mr. Mutter. It is H. R. 7474 

Mr. Barnes. 7474. 

Mr. Mutrer. It appears in full in the Congressional Record, de- 
livered this morning. 

The mimeographed copy sent to members indicate the changes from 
existing statute as proposed by that bill. There were nine members 
of the Small Business Committee who joined me in introducing the bill. 

Mr. Parman. May I make an observation? I think it is important. 

Mr. Multer is chairman of the Small Business Subcommittee with 
instructions to investigate this matter, and present a bill to the whole 
committee. Mr. Multer expressed the hope it would be ready last 
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Tuesday and the whole committee would meet and pass on it during 
the week. Unfortunately, Mr. Multer was not able to get it to us until 
Friday night, and we just have not had an opportunity to get the 
committee together over the weekend. 

So the committee has not met on H. R. 7474. 

Mr. Multer sent a copy to each member of the committee, the whole 
committee, not just his committee. 

Mr. Brown. This committee or Small Business Committee ? 

Mr. Parman. The Small Business Committee. 

Some of them, not knowing it was not the sense of the whole 
committee, said they would support it, and probably they should sup- 
port it. 

I am not saying it is good or bad, but I am just saying it is not a 
report of the w hole Small Business Committee. 

It is just a report of the subcommittee which the whole committee 
has not yet passed on and I would like that to be known. 

The Cuarrman. We will proceed. 

Mr. Barnes. With that background I will comment on H. R. 7474. 

In general, it follows, and is similar to the Hill bill on which I just 
commented, and insofar as it is similar, the comments that I have » just 
made in connection with H. R. 6645 will also apply to H. R. 7474. 
However, there are some differences—— 

Mr. Muurer. May I interrupt you a moment? 

Mr. Barnes. Yes, sir. 

Mr. Mutrer. The House committee staff has prepared a memo- 
randum dated May 13, 1957, which is on the desk of each member of 
the Banking and Currency Committee which indicates the differences 
between the Hill bill which is 6645 and the Multer bill, which is 7474. 

Do you have a copy of that before you? 

Mr. Barnes. Yes, sir. 

And my comments will in general follow along. 

Mr. Mutter. Very good. 

Mr. Barnes. So all 1 am commenting on now are the differences 
between 7474 and 6645. 

In section 102 of H. R. 7474, the definition of a small-business con- 
cern contained in 6645 is also included in this section. 

However, new material has been added which provides (a) that no 
definition promulgated by SBA shall be based solely on the number 
of employees; (4) that the Administration shall establish a definition 
a with the intent of Congress; and (¢) until a new definition 

based on the criteria stated in this section is established, the definition 
presently used for financial assistance will be used for all purposes by 
SBA, 

My comment is, this section would require the SBA, in defining 
manufacturing firms, to use a standard in addition to the number of 
employees. 

We have considered this to be unfeasible because there are no statis- 
tics that are supplied to us by the Bureau of the Census which can be 
applied or used for this purpose. 

Gross sales cannot be used as a test, principally because it is the 
value added by manufacture that is significant and important, when 
considering the size of a small-business concern. 
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Nor can the assets or total assets be used, because of the divergent 
nature of capital investment found in any number of companies that 
are studied. 

Employment, which is directly related to the value added by manu- 
facture, has also been considered a fair yardstick for size. 

We do, however, of course, depart from it in defining wholesale 
and retail concerns. Furthermore, the SBA would be compelled to 
carry over the financial standards into procurement activities. 

This creates some problems which we have heretofore considered 
difficult if not impractical. 

The reason is that the financial standards are based on industry 
classifications. 

Procurement by the Government, buying by the Government, is 
based on specific commodities, and the commodity classification does 
not jibe with the industry classification. 

If financial standards were to be used for procurement a careful 
analysis of each firm would have to be made, since it would be neces- 
sary (1) to determine the proper dominant activ ity of the firm to see 
in which class it falls, and (2) to see to it the firm is restricted from 
bidding on any commodities than the one which falls within its pre- 
dominant activity. 

Now, of those—well, I think that covers that particular change, as 
fully as i can, at this time. 

The CHarrmMan. What is your definition of small business 4 

Mr. Barnes. As contained in the law, it is generally that a business 
is small if it is independently owned, and not dominant in its field. 
And then authority is given the Small Business Administration to 
issue further definitions and it is stated that we may use the number 
of employees, or the dollar volume of business, during any one year, 
our other standards. 

We have been wrestling with this problem very earnestly of what 
should be a proper definition, and we have been using one type of 
definition in financial matters, and another type in procurement 
matters, for the reasons that I have just stated. 

We have issued a regulation which sets out fully our definition, and 
I will introduce it into the record at this point, in order that the 
committee will have before it what the present definitions are which 
are being used. 

(The regulation is as follows:) 


DEFINITION OF SMALL BUSINESS * 


(As promulgated by Wendel! B. Barnes, Administrator, Small Business Ad- 
mistration, pursuant to the Small Business Act of 1953 as amended) 


Congress, in the Small Business Act of 1953, stated that to be considered 
small, and therefore eligible for assistance from the Small Business Administra- 
tion, 2 business concern must be “independently owned and operated and * * * 
not dominant in its field of operation.” The act also authorized SBA, in making 
a more detailed definition of “small business,” to use such criteria as number of 
employees and dollar volume of business. SBA uses two different yardsticks 
in determining whether a firm is small—one is employed in determining whether 
a firm is eligible for contracts assistance, the other in determining whether it 
qualifies for financial and other nonprocurement assistance. 


1 The definition becomes effective January 1, 1957 
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DEFINITION FOR CONTRACTS ASSISTANCE PURPOSES 


SBA’s contracts-assistance program is conducted in cooperation with all major 
purchasing agencies of the Government. The definition of “small business” used 
in this program, therefore, has been developed cooperatively by all the agencies 
concerned, Until recently, SBA and these purchasing agencies have used a 
definition of ‘small business” under which any firm employing fewer than 500 
persons, including employees of affiliates, was Classified as “small.” 

Now, however, SBA and the Government purchasing agencies have adopted a 
revised definition of “small business” for procurement purposes. This new 
definition, which is effective January 1, 1957, takes in to account not only the 
number of employees of a firm but also whether the firm is dominant in its 
industry. 

Under the new ruling, for purposes of Government procurement, a manu- 
facturing concern is a small business if (a) it is not dominant in its field of 
operations and, with its affiliates, employs fewer than 500 employees, or (0) 
it is certified as a small business by the Small Business Administration. 

To be classified as a “small business concern,” a nonmanufacturing firm bidding 
on Government purchases (dealer, distributor, wholesaler, jobber, or agent) must 
meet the same criteria as a manufacturer, plus two additional requirements: 
(1) It must be defined as a “regular dealer’ under the Walsh-Healey Public 
Contracts Act, and (2) in the case of a Government purchase reserved for award 
to small business, or in appropriate cases involving equal bids, it must furnish 
the product of a simall manufacturer or producer in the performance of the 
contract, 

When submitting a bid or proposal on a Government procurement, a manu 
facturing or nonmanufacturing concern which meets the above criteria, and which 
has not previousiy been denied small-business status by SBA, may represent in 
the appropriate place on the bidding form that it is a small firm. The concern 
then will be deemed to be a small firm for the purpose of the specific Govern 


ment purchase, unless another bidde rotests to th itracting officer and SBA 
about the firm’s size status, or the contracting officer himself questions its 
representation. If the firm's representation that it is a small business is chal- 
lenged, it may then apply to the nearest SBA office for a certificate that it 


qualifies as a sinall firm. If granted, this small-business certificate is conclusive. 
If a clearly meets the stated criteria for manufacturers or nonmanufac- 
turers, it need not apply for a small-business certificate for use in bidding on a 
Government purchase. The firm need only represent on the bidding form that 
it is a small-business concern. The firm should apply for a certificate only if 
its representation that it is a small business is challenged. 
If a firin is in doubt as to whether it meets the small-business criteri: 
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1, it may 
apply to the nearest SBA office for a small-business certificate. If SBA finds 
that the applicant is not dominant and is otherwise a small firm in its field of 
operation, even though it may have more than 500 employees SBA will grant it 
a certificate. The firm then will qualify as a small business for Goveriument 
procurement purposes, On the other hand, even though the firm and any affiliates 
may have less than 500 employees, if SBA finds that it is dominant in its field, 
the agency will reject its application for a certificate. 


DEFINITION FOR LOANS AND OTILER PURPOSES 


For business loans and purposes other than Government procurement, SBA 
will continue to use the definition of small business adopted by it on June 10, 
1954. This definition provides: 

Vanufacturing concerns 


aw 
employees, including employees of affiliates: as “large” if it employs more than 
1,000 persons. A manufacturing firm which has more than 250 but not more 
than 1,000 employees may be classified as either “small” or “large,” depending 
upon the size standard which SBA has developed for its particular industry. 
(These size standards are listed as schedule A in the following regulation 
reprinted from the Federal Register of December 7, 1956.) 


Any manufacturing concern is Classified as “small” if it has 250 or fewer 


Nonmanufacturing concerns 

Any wholesale concern is considered small if its annual dollar volume of sales 
is $5 million or less; any retail or service trades concern as small if its annual 
Sales or receipts are $1 million or less. (The regulation also provides certain 
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exceptions.) The dividing line between large and small for other industries 
for purposes other than Government procurement : 
Construction: Average annual receipts of $5 million or less for the pre- 
ceding 3 years; 
Trucking and warehousing: Annual receipts of $2 million or less; 
Taxicabs: Annual receipts of $1 million or less. 


TEXT OF NEW DEFINITION 


Following is the text of the new definition of ‘small business,” as published 
in the Federal Register. Section 103.3 (a) and (b) defines “small business 
concern” for the purpose of Government procurement; section 103.4 (a) through 
(i) gives the definition to be used for SBA business loans and purposes other 
than Government procurement. 


TITLE 13—BUSINESS CREDIT AND ASSISTANCE 
CHAPTER II—SMALL BUSINESS ADMINISTRATION 


PART 103—-SMALL BUSINESS SIZE STANDARDS 


On January 5, 1956, a notice of proposed rule-making was published in the 
FEDERAL REGISTER (21 F. R. 79), relating to small business size standards. The 
following regulations are hereby adopted and are to be effective on January 1, 
1957. 


Sec. 
103.1 Purpose. 
103.2 Definition of terms. 
103.3 Determination oi small business for Government procurement. 
103.4 Determination of small business for financial and other assistance, 
103.5 Protest of small business status. 
103.6 Appeals. 

AUTHORITY : §§ 103.1 to 103.6 issued under sec. 205, 67 
634. Interpret or apply secs. 202, 203, 207, 212, 213, 67 
238, as amended ; 15 U.S. C. 631, 652, 641, 642 





as amended; 15 U. 8. C. 
2, 233, 235, as amended, 





§ 103.1 Purpose. This part establishes criteria and procedures to define and 
determine which concerns are “small business concerns” within the meaning 
of the Small Business Act of 1953, as amended (hereinafter referred to as the 
‘act’. 

§ 103.2 Definition of terms. 

(a) “SBA” means the Small Business Administration. 

(b) “Annual dollar volume, annual sales and annual receipts” means the annual 
dollar volume, annual sales and annual receipts of a concern and its affiliates 
during its most recently completed fiscal year. 

(c) “Number of employees,” as used in the act or referred to herein in connec- 
tion with the determination of small business status, except as SBA otherwise 
determines in a particular industry or part thereof, means the quarterly em- 
ployment of the concern in question and its affiliates based (1) on the average 
number of employees reported for the preceding four quarters to the United 
States Treasury Department under the Old Age and Survivors Insurance Pro- 
gram; or (2) the number of employees as of the most recent quarterly report, 
whichever more correctly reflects the size of the concern in question. If a concern 
has not been in existence for a sufficient length of time to have made a quarterly 
report “Number of Employees” means the average monthly employment of such 
concern and its affiliates during the period such concern has been in existence. 

(d) A concern is “not dominant in its field of operation” when it does not 
exercise a controlling or major influence in an area of business activity. In 
determining whether dominance exists, consideration shall be given to all ap- 
propriate factors including volume of business, number of employees, financial 
resources, competitive status or position, ownership or control of materials, 
processes, patents and license agreements, sales territory and business activity. 

(e) “Affiliates”: Business concerns are affiliates of each other when either 
directly or indirectly (1) one concern controls or has the power to control the 
other, or (2) a third party controls or has the power to control both. In deter 
mining whether concerns are independently owned and operated and whether or 
not affiliation exists, consideration shall be given to all appropriate factors in- 
cluding common ownership, common management and contractual relationships. 

(f) “Small Business Certificate’ means a certificate issued by SBA pursuant 
to the authority contained in sections 203 and 212 of the act certifying that 
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the holder of the certificate is a small business concern for the purpose of 
Government procurement and in accordance with the terms of the certificate. 

(g) “Certificate of Competency” means a certificate issued by SBA pursuant to 
the authority contained in section 212 (d) of the act stating that the holder 
of the certificate is competent as to capacity and credit, to perform a specific 
Government procurement contract. 

$108.38 Determination of small business for Government procurement—(a) 
General definition. A small business concern for the purpose of Government 
procurement is a concern that (1) is not dominant in its field of operation and, 
with its affiliates, employs fewer than 500 employees, or (2) is certified as a 
small business concern by SBA, 

(b) Status of non-manufacturer. Anyone who submits bids or offers in his 
own name, but who proposes to furnish a product not manufactured by said 
bidder or offerer is deemed to be a small business concern when (1) he is a small 
business concern within the meaning of paragraph (a) of this section, and (2) 
he is a regular dealer as defined in the Walsh-Healey Public Contracts Act, and 
(3) in the case of a Government procurement reserved for or involving prefer- 
ential treatment of small businesses or one involving equal bids, such nonmanu- 
facturer shall, in order to qualify as small business, furnish the product of a 
small business manufacturer or producer in the performance of the contract. 

(c) Status through certification. Any business concern may apply to the 
Regional or Branch Office of SBA nearest to such concern’s principal place of 
business for a Small Business Certificate. If the applicant, together with all 
its affiliates, is not dominant and is otherwise determined to be a small business 
in its field of Operation, even though it has in excess of 500 employees, a certifi- 
cate will be issued certifying that the applicant is a small business concern 
within the meaning of the act. The holder of such a certificate will then qualify, 
subject to the terms of the certificate, as a small business coneern for Govern- 
ment procurement purposes. If the applicant is dominant, even though together 
with all its affiliates it employs fewer than 500 persons, the application for a cer- 
tificate shall be denied. 

(ad) Status through representation. In the submission of a bid or proposal 
on a Government procurement, a concern which meets the criteria of paragraphs 
(a) or (b) of this section, and which has not previously been denied small 
business status by SBA, may represent that it is a small business. In the 
absence of n written protest, such concern shall be deemed to be a small business 
for the purpose of the specific Government procurement involved. 

$103.4 Determination of small business for financial and other assistance. 
A small business concern for the purpose of financial and other assistance (ex 
cept procurement assistance) is a business concern, including its affiliates, which 


is not dominant in its field of operation and can further qualify under the follow- 
ing criteria: 
(a) Manufacturing. Any manufacturing concern is Classified : 


(1) Assinall if it employs 250 or fewer employees : 

(2) As large if it employs more than 1,000 employees ; 

(3) Kither as small or large, depending on its industry and in accordance 
with the employment size standards set forth below in Schedule A, if it 
employs more than 250 but not more than 1,000 employees. 

(b) Wholesale. Any wholesale concern is small if its Annual Dollar Volume 
of Sales is $5,000,000 or less. Any wholesale concern also engaged in manufac- 
turing is not a “small business concern” unless it so qualifies under both the 
manufacturing and wholesaling standards. 

(c) Retail. Any retail concern is classified : 

(1) As small if its Annual Sales are $1,000,000 or less; 

(2) As small if it is primarily engaged in making retail sales of general 
merchandise (including department stores and variety stores) or new and 
used motor vehicles or groceries with fresh meats and its Annual Sales are 
$2,000,000 or less. 

(d) Service trades. Any service trades concern is small if its Annual Receipts 
are $1,000,000 or less except that any hotel or power laundry is small if its 
Annual Receipts are $2,000,000 or less. 

(e) Construction. Any concern primarily engaged in construction is small 
if its average Annual Receipts are $5,000,000 or less for the perceding three years. 

(f) Trucking and warehousing. Any trucking and warehousing (local and long 
distance) concern is small if its Annual Receipts are $2,000,000 or less. 

(g) Tazicabs. Any taxicab concern is small if its Annual Receipts ar? 
$1,000,000 or less. 








32 SMALL BUSINESS ACT 


(h) Certificate of Competency. A concern which has been issued a Certificate 
of Competency is a small business concern for the purpose of SBA financial 
assistance. 

(i) Other standards. If a concern is engaged in the production of a number 
of products or the providing of a variety of services which are classified into 
different industries, the appropriate standard to be used is that which has been 
established for the industry or activity in which it is primarily engaged. If no 
standard for an industry or activity has been set out in this Regulation, a con- 
cern seeking a size determination should apply for a Small Business Certificate. 

§ 130.5 Protest of small business status. (a) A bidder or offerer may, prior 
to award, question the small business status of the apparently successful bidder 
or offerer by sending a written protest to the contracting oflicer and to the SBA 
Regional Office for the region in which the apparently successful bidder or offerer 
has its principal place of business. Such protest shall contain a statement of the 
basis for the protest and available supporting facts. SBA will promptly notify 
the contracting officer of the date such protest was received and will advise the 
bidder in question that its size status is under review. 

(b) The contracting officer in a specitic Government procurement may, prior 
to award, question the small business status of the apparently successful bid- 
der or offerer by sending a written notice to the SBA Regional Office for the 
region in which the bidder or offerer has its principal place of business. Such 
notice shall contain a statement of the basis for such notice and available sup- 
porting facts. SBA will promptly notify the contracting officer of the date such 
notice was received and will advise the bidder in question that its size status is 
under review. 

(c) The SBA will as soon as possible and within not more than 10 working 
days after receipt of a protest or notice investigate and determine the small 
business status of the concern and notify the contracting officer and the con- 
cern of its decision. 

§ 103.6. Appeals. (a) Any concern which has been denied small business 
status by SBA may file an appeal with the Regional Office which issued the 
denial. The appeal must be in writing, signed by the applicant, and shall con- 
tain the basis therefor together with any new supporting facts. The Regional 
Director shall forward the appeal, together with his comments and appropriate 
files, to the Chairman, Size Standards Committee, Small Business Administra- 
tion, Washington 25, D. C. 

(b) The filing of an appeal shall not extend or in any other way modify the 
time limit for determinations as set forth in § 103.5 (c). 

Dated: November 30, 1956. 

WENDELL B. BARNES (dainistrator 


SCHEDULE A.—Employment size standards pursuant to § 103.4 (a) (3) 


Census Employment size standard 
Classifi number of employee 
cation Indust! 
Code 
2 00 1,000 
APPAREL AND RELATED PRODUCTS 
2389 | Apparel, n. e ; 2 
2393 sags, textile 250 
2387 Belts ‘ ‘ 250 
2331 | Blouses and waists_. ‘ ‘ . 250 
2394 | Canvas products 250) 
2386 | Clothing, sheep-lined and leather 250) 
2329 Clothing, men’s and boys’, n. e. ¢ . ‘ . an 
2363 | Coats, children’s 2 
2342 | Corsets and allied garments 250 
2391 | Curtains and draperies 250 
2361 | Dresses, children’s_ --. ; 250 
2334 | Dresses, dozen price , : 250 
2333 Dresses, unit price : 250 
2398 | Embroideries, except Schiffli-machin« 250) 
2397 Embroideries, Schiffli-machine 250 ; 
2371 Fur goods_- 25) - . 
2385 | Garments, outer, waterproof_- * 250 
2381 | Gloves, dress, fabric and combination - 2 
2382 | Gloves, work, fabric and combination . ° 
2388 Handkerchiefs hese 250 
2326 | Hat and cap materials 250 
2325 | Hats and caps, cloth, men’s and boys’ 250 
2392 | House furnishings, n. e. ¢ 2 


See footnotes at end of table 
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ScHeDULE A.—Employment size standards pursuant to § 103.4 (a) (3) 


Censns 


Classifi- | 


cation 
Code 





2884 
2843 


mw? 


JS85 
20 
5] 

2834 

2823 

2824 

2808 

2841 

2862 

2RH5 

2803 

2853 


$21 
92 
60] 
sH12 
SHOU 
sH16 
sH19 

H99 
3617 
41 
651 








30 


Con. 


Employment size standard ! 
(number of employees) 


Industry 

















250 500 
APPAREL AND RELATED PRODUCTS—continued 
Millinery 
Neckwear, men's and boy 
Neckwear and scarfs, women’s 
Outerwear, children’s, n. e. ¢ 
rn CT Rs Rs © es eS aaa =| oe 
Robes and dressing gowns 
Shirts, dress, and nightwear, men’s 
Shirts, work 4500 
Skirts, women 
Suit and coat finding 
uits and coats, men’s and boy 
Suits and coats, women 
Suspenders and garters 
rextile products, fabricated, n. e. « 
Trimmings and art goods 
rrousers, separate 
rucking, pleating and hemstitel 
Underwear, men’s and boys 
Underwear, women’s and children’s 
CHEMICALS AND ALLIED PRODUCTS 
Acids, fa 500 
Aklalic ind hiorines 
Animal oils, n. e. ¢ 250 
Biological product 250 
Botanical product 250 
Carbon black 500 
Chemical products, n. e. c 
Cleaning and polishing preparation 
Color pigments, inorganic 500 
Cyclic (coal-tar) crudes 500 
Explo ives SO) 
Fertilizer 500 
Fertilizers (mixing only j 250 
Fibers, synthetic 
Gases, compressed and liquefied 500 
Glue and gelatin 
Grease and tallow 
(;um naval store team distilled 
Hardwood distillation ADO 
Ink, printing 250 
Inorganic chemicals, n. e. « 500 
Insecticic ind fungicide 250 
Medicinal chemical 
Oil mills, cottonseed 250 
Oil mills, linseed 500 
Oil mills, soy bean 500 
Oil mills, vegetable, n. e. ¢ 250 
Oils and assistants, sulfonated 250 
Oils, essential 25 () 
Oils, marine animal 250 
Organic chemicals, n. @. ¢ 
Paints and varnishes 250 
Pharmaceutical pre paratior 00 
Plastic niuterial 
Rubber, synthetic 
Salt 500 
Soap and glycerin 
Soltwood distiilation 
Tanning and dyeing materials, natural 250 
loliet preparations 2A) 
Whi ind filler 250 
ELECTRICAL MACHINERY 
Appliances, electrical 500 
Batteries, prin dry and wet 
Batteries, storage 500 
Carbon and graphite products 
Communication equipment, n. e. ¢ 500 
Electrical control apparatu 500 
Electrical industrial apparatus, n. e. ¢ 250 
Electrical products, n. e. ¢ 500 
Electrical welding apparatus 250 
Engine electrical equipment 
Lamps, electric 


See footnotes at end of table 


1,000 
1, 000 
1, 000 
1, 000 


1.00 
1, 000 
1, 000 
1, 000 
1, 000 
1, 000 
1, 000 
1, 000 
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Census 
Classifi- 
cation 
Code 


3613 
3614 
3663 
3661 
3664 
3615 
3662 
3631 
3611 


3693 


3491 
3443 
3494 
3421 
3442 
3465 
3467 
3471 
3431 
3497 
346 








2094 
aA 


2090 





2005 


2041 
2045 
2099 
2037 
2034 
2097 
2024 
2091 
2085 
2082 
2098 
2083 
2011 
2013 


2023 
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Industry 


ELECTRICAL MACHINERY 


Measuring instruments, electrical 
oto ind generators 


Phonograph records 


Radios and related products 









Telephone and telegraph eq t 
Transformers 
, electronic 
and cable, insulate 
levices and suppli 
and therapeutic appar 
FABRICATED M I 

















Meat packing, whol 


Meats, prepared 
Milk, concentrated 


See footnotes at end of table. 
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of employee 





0) 1,000 

OO 

1, 000 

1. 000 

1, 000 

1, 000 

1, 000 

1, 000 
500 
00 
) 
OO 

' 
() 

00 


( 
( 
() 
) 
() 
(i 
AM) 
| 
7. 
1 
i) 
0) 





100 
O00 
00 
00 
4) 
i) 
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Census 
Classifi- 
cation 
Code 


2093 
2035 
2015 
2044 
2031 

2002 
2081 

2063 
2061 

2062 
2006 


2084 


FOQ 





2442 
2421 
2422 
2491 
2499 
2433 


SMALL BUS 


Industry 


FOOD AND KINDRED PRODUCTS 


Oleomargarine 

Pickles and sauces 

Poultry dressing, wholesale 
Rice cleaning and polishing 
Sea food, canned 
Shortening and cooking oils 
Soft drinks, bottled 

Sugar, beet 

Sugar, raw Cane 

Sugar, refining, cane 
Vinegar and cider 

Wines and brandy 


FURNITURE AND FIXTURE 


Furniture and fixtures, n. e. ¢ 

Hlouse furniture, metal except upholstered 
House furniture, wood, except upholstered 
Household furniture, n. e. ¢ 

Household furniture, upholstered 
Mattresses and bedspring 

Office furniture, meta 

Office furniture, wood 

Partitions and fixture 

Professional furniture 

Public building furniture 

Reed and rattan furniture 

Restaurant furniture 


Screens, window and door 


NSTRUMENTS AND RELATED PR 





Dental equip 
Measuring it 


nt and suppli 


uments, mechanical 








Photographie eqt 


Sch ifie instr 








MBE D PR ( EXCEI 


Rattan and willow ware, n. e. ¢ 
Sawmills and planing mills, gener 
Veneer mill 

Wood preserving 

Wood products, n. e. ¢ 

Wood products, prefabricated 


See footnotes at end of table. 
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continued 


ODUCTS 


ACT 


30 


Con. 


Employment size standard ! 
(number of employees) 
| 


250 500 ~=6|~—«1,000 


500 
250 
250 
250 
250 


AO a 
1, 000 
250 
1, 000 
250 


20 


250 
250 
250) 
250 
A) 
HO 
500 

HO 
AO 
0 
) 


WO) 


500 


1. 000 
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SCHEDULE A.—Employment size standards pursuant to § 103.4 


Census 
Classifi- 
cation 
Code 


3567 


3569 | 


3582 


3586 
3585 
3576 
3589 
3583 


3559 





3954 
3991 
3981 
3963 
3984 
3955 
3982 
3942 
3985 
3962 
3992 
3941 
3994 
3939 
3912 
3986 
3961 
3911 
3913 
3952 
SYS 
3999 
3998 
SYRS 


3904 





3931 
3996 
3971 
3987 
3993 
3914 


3989 








SMALL BUSINESS 


Industry 


MACHINERY (EXCEPT ELECTRICAL 


Bearings, ball and roller__....._-- 
Blowers and fans ‘ 
Computing and related machines 
Construction and mining machinery 
Conveyors aa j 
Elevators and escalators...-- 
Engines, internal-combustion 
Engines and turbines, steam 
Farm machinery (except tractors 
Food-products machinery 

Furnaces and ovens, industrial 
General industrial machinery, n. e. ¢ 
Laundry and dry-cleaning machinery. 
Laundry equipment, domestic 
Machine shops ‘ 

Metalworking machinery, n. e. c 
Office and store machines, n. e. « 
Oil-field machinery and tools 
Paper-industries machinery 

Pipe and fittings, fabricated 
Power-transmission equipment 
Printing-trades machinery 

Pumps and compressors 

Pumps, measuring and dispensing 
Refrigeration machinery 

Scales and balances 4 
Service and household machines, n. e. ¢ 
Sewing machines 

Special industry machinery, n. e. c 
Stokers, mechanical 

Textile machinery 

Tools, cutting, jigs, fixtures, etc 

Tools, machine 

Tractors 

Trucks and tractors, industrial 
Typewriters 

Vacuum cleaners 

Valves and fittings, except plumbers’ 
Woodworking machine ry 


MISCELLANEOUS MANUFACTURES 


Artists’ materials . 
Beauty and barber shop equipment 
Brooms and brushes- 
suttons 
Candles 
Carbon paper and inked ribbons 
Cork products 
Dolls a 
Fireworks and pyrotechnics 
Flowers, artificial 
Furs, dressed and dyed 
Games and toys, n. e. c 
Hairwork ; 
Instruments, musical, n. e. ¢ 
Jewelers’ findings 
Jewelry and instrument cases 
Jewelry, costume 
Jewelry (precious metal 
Lapidary work 
Lead pencus ind crayons 

( 


neous products, n. e@. ¢ 
terns (except paper 


fastener 





Pens and mechanical pencils 
Piano and organ parts 

Pianos 

Pipes, tobacco 

Plastics products, Nn. e. ¢ 
Shades, lamp 

Signs and advertising displays 
Silverware and plated wart 
Small arms 


See footnotes at end of table. 





(a) (3) 


Con. 


Employment size;standard ! 
(number of employees) 


250 


250 
250 


250 
250 
250 
240 
250 


250) 
250 
250 
250 


wt) 


Hy) 


) 
2A 
> 


500 


z 500 


500 


500 


| 


500 | 


500 


500 


500 


500 





new 


to 


KOO 


500 


FO) 
‘O00 


1,000 


1, 000 
1, 000 
1, 000 


1, 000 


1. 000 


1, 000 
1, 000 


1, 000 


1, 000 


l, 000 
1. 000 


1, 000 
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SCHEDULE A.—Hmployment size standards pursuant to § 103.4 (a) (8)—Con. 





Census Employment size standard ! 
Classifi- (number of employees) 
cation Industry ane — 
Code 
250 500 =| ~—s«1,000 


MISCELLANEOUS MANUFACTURES—Continued 

















0 3990 | Small arms amunition neibasne ‘ ieetidieiivies de 1, 000 
3997 | Soda-fountain and bar equipment ‘ sae —: Y eo |- 
JU 3949 | Sporting and athletic goods : ‘ TE Linnisieaeie west . 
3953 | Stamps, hand and stencils F — needa < 250 |. eS 
3995 | Umbrellas, parasols, and canes ‘ a miakinieaarl . 5 pc ieacndaan 
3943 | Vehicles, children’s a . iadunenn 250 |- pi Beene ie 
0) 
0 PAPER AND ALLIED PRODUCTS 
2661 | Bags, paper 500 | 
2671 Boxes, paperboard 250 
51 Envelopes 250 | 
2674 | Fiber cans, tubes, drums, ete 250 | 
» 2691 | Paper and board, die-cut 250 
i) 2612 | Paper and board mills | 500 | 
2641 Paper coating and glazing 250 | | 
2699 | Paper products, converted, n. e. ¢ 250 | 
2604 Pulp goods, pressed and molded 500 | _. 
2611 | Pulp mill | 1, 000 
2693 | Wallpaper sf 250 | 
PETROLEUM AND COAL PRODUCTS 
2931 | Coke ovens, beehive... 250 ba 
0) 2932 | Coke ovens, byproduct | 1, 000 
i) 2001 | Fuels, briquets and packaged 250 | 
2092 | Lubricants, n. e. ¢ 250 
2051 | Paving mixtures and blocks 250 
) 2009 | Petroleum and coal products, n. e. ¢ 250 
2911 Petroleum refining | 1, 000 
2052 | Roofing felts and coatings 5) 
PRIMARY METAL INDUSTRIES 
M) Aluminum, primary * 1, 000 
« Aluminum rolling and drawing : 2 1, 000 
0 Copper, primary . . , 1, 000 
0) Copper rolling and drawing 1, 000 
Electrometallurgieal products : tl “ 1, 000 
Foundries, gray-iron — 250 
Foundries, malleable-iron ‘ ihe 500 
Foundries, nonferrou 250 
Foundries, steel] ssasgshawes 500 
Tron and steel forging 500 | z 
Lead, primary . da ‘a 1, 000 
\ietal industries, primary, n. e. ¢ 250 
Nonferrous metal rolling, n. e. ¢. -_ . 500 ae 
Nonferrous metals, primary, n. e. ¢ , 500 
Nonferrous metals, secondary " ‘ 250 3 
Pipe, welded and heavy-riveted : eS 500 j 
Steel works and rolling mills (includes 3311, blast furnaces) -. ae pinta 1, 000 
Wire drawing ‘ ad = . il actuaries ae 1, 000 
+ Zine, primary ‘ ' a tee ‘ 1, 000 
PRINTIN AND PUBLISHING INDUSTRIES 
Blankbook making and paper ruling 250 
Bookbinding 250 
Bookbinding work, miscellaneous 250 
Book printing 250 
Books, publishing and printing 250 
Cards, greeting 250 
Electrotyping and stereotyping 250 
N) Engraving and plate printing 250 
Lithographing 250 
Loose-leaf binders and devices 250 
Newspaper 250 
Periodicals 250 | 
Photo. ¢ 250 
Print mmercial 250 
Put q ellaneo 250 
Typesetting 250 
RUBBER PRODUCTS 
3021 | Foot r, rub} 1. 000 
$009 | Rubber industries, n. e.¢ 500 
3031 Rubber. reclaimed BOM) 
3011 , Tires and inner tubes 1, 000 


See footnotes at end of table. 
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Census 
Classifi- 
eation 
Code 


3291 
3292 
3251 
2341 
3265 
3259 
3255 
3271 
3221 
3281 
3293 
3211 
3231 
3229 
3294 
3272 
3274 
3299 


3275 








2211 
2299 
2261 


2216 





4 





Industry 


STONE, CLAY AND GLASS PRODUCTS 


Abrasive products 
Asbestos products 

Brick and hollow til 
Cement, hydraulic 

China decorating for the tr 


Clay products, structural, n 


Clay refractories 
Concrete products 
Containers, glass 


Cut-stone and stone product 


Gaskets and asbestos insula 
Glass, flat 


} 
4ae 


ts 


tior 


Glass, products of purchased 
Glassware, pressed and blown, n 


Graphite, ground or blende 
Gypsum products 

Lime 

Mineral products, nonmeta 
Mineral wool 

Minerals, ground or treated 
Nonclay refractories 

Pipe, sewer 

Plumbing fixtures, vitreous 
Porcelain electrical supplies 
Pottery products, n. e. ¢ 
Sand-lime products 
Statuary and art goods 
Tile, floor and wall 
Utensils, earthenware food 
Utensils, vitreous-china foo 


TEXTILE 


‘arpets and rugs, n. e. ¢ 
‘arpets, rugs and carpet 
ind twine 

ibric, knit, mills 

ibric, narrow, mills 
brics, coated, except rub 


Fabrics, rayon and relat 


ed 


ibrics, woolen and worst 


( 
( 
( 
I 
I 
I 
Fabries, cotton broad wove 
I 
I 
I 
I 


a 


1 


MILI 


her 
hy 


j 











ce goods 
luterwear. } mill 
iding ul u I f 
I ind pl 
Textile goods. n. e. ¢ 
Textile fi , p nt wv 
Textile w te. 1 ce ] 
Thread mill 
Underwear, knit, mil 
y ur TY tt S 
Yar s er 
Yarn mills, wool, « pt car 
Yarn throwing mil 





TOBACCO MAN 
Cigarettes 
Cigar 
lobacco, chewing mok 
Tobacco, stemming and redryir 


See footnotes at end of table. 
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2h 500 
250 
500 
250 as 
500 





DAL) 
I) 
250) 
2A) 
“ 
200 
rr 
) 
om 
0 
| 
250 
+" 
} 





500 


500 


5OO 


500 


AM) 


0 


1,000 


1, 000 


l, 


I 


l 


l 


1 


] 


000 


000 


, 000 


000 


000 


000 





00 


100 


100 


00 
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SCHEDULE A.—Hmployment size standards pursuant to § 103.4 (a) (3)—Con. 


Census Employment size standard ! 
Classifi- (number of employees) 
cation Industry Es a + hae 
Code 
250 500 1,000 


TRANSPORTATION EQUIPMENT 


3721 | Aircraft ce pies ; =a can ~ 1, 000 
3722 | Aircraft engines. -_-- 7 : Rede | 1, 000 
3729 | Aircralt equipment, n. e. Cc 250 > nareat _ 
3723 | Aircraft propellers xk, : 1, 000 
3732 | Boat building and repairing..........-.-- cated 250 aie = 
3741 | Locomotives and parts . - ; . 1, 000 
3751 | Motorcycles and bicycles_-- : une 500 |...- an 
3717 Motor vehicles and parts “ So 1, 000 
3742 | Railroad and street cars on | 1, 000: 
3731 Ship building and repairing - - . — | 1, 000 
3716 | Trailers, automobile a 250 7 
3715 | Trailers, truck ‘ 2) - 
3799 | Transportation e quipm¢ nt, .c ; 250 |-- ae 
3713 | Truck and bus bodies. ‘ ° 4 it 250 |---- . 


1 The total number of employees listed for each industry includes all employees of affiliates. 
2? The abbreviation n. e. c. means not elsewhere classified. 


[F. R. Doc. 56-9990; Field, Dec. 5, 1956; 8:50 a. m.] 


Mr. Barnes. The second change is found in section 103 (c). This 
section contains the revolving fund procedures presently included in 
the Small Business Act, and increases the total amount of the authori- 
zations of our programs by $100 million more in bill 7474 than it is 
in bill 6645. 

My comment is that in arriving at the estimate of the size of the 
revolving fund, which should be authorized by new legislation, we 
were guided largely by our past experience, and as we anticipated, it 
might be projected into the future. 

As stated earlier, our business-loan applications for the current year 


have averaged 569 per month. A projection of an application rate 
of 600 business-loan applications per month rel require a revoly- 
ing fund of about 8375 million. Since the month of March reached a 


peak of 702, we also projected an average of 700 applications per 
month, with the resulting required total of $425 million. 

While we are not able to predict the small-business situation and 
its demands upon SBA for loans for many years in the future, it would 
appear reasonable to assume that an average of 700 applications per 
month for a period of several years might represent a reasonable 
base for purposes of estimating. ‘To give us a further reserve factor, 
we increased the total to $450 million to represent the maximum 
amount of business loans outstanding at any one time under the new 
authority. 

Incidentally, I might add that someplace in that general area, we 
expect the fund to revolve in fact without requiring additional 
appropriation. 

As to the exact place, we cannot estimate, however. 

With respect to disaster loans, the present statutory authority is 

$125 million, and it did not appear necessary to recommend a change 
in this amount. As of April 30, our net cumulative charges against 
this authorization was $45,681,630, leaving an available balance of 
$79,318,370. 

During the current year, through April 30, our approvals (SBA 
share) amounted to $9,471,000. 
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Our biggest year was in the fiscal year 1956 when the total approvals 
amounted to $42,423,000, largely because of the tremendous disasters 
which occurred in the New England States. 

That, of course, was an exceptional year and we, of course, hope 
that we will not see recurrences of disasters of that magnitude. 
Nevertheless, our approximately $80 million probably would provide, 
as a minimum, for our needs through the fiscal years 1958 and 1959 
and perhaps considerably beyond that period. 

The third change is in section 103 (d). This section abolishes the 
loan-policy board and establishes a policy board consisting of the 
Administrator, Small Business Administration, an official of a small 
bank, and an official of a small business concern. This board will 
establish administrative programs and general policies in the financial 
assistance, disposal, and general-assistance programs to small business. 

My comment on this is in part covered by what I said earlier about 
the loan-policy board. 

However, with specific reference to this section, this section would 
substantially, in my opinion, curtail the basic author ity of the Admin- 
istrator to operate the Small Business Administration in that it would 
enable individuals who are not full-time Government appointees to 
establish general policies for the Small Business Administration and 
by majority rule control all of the activities including the lending 
policies of the Small Business Administration. 

I do not feel that that is quite the situation where other full-time 
Government officials are on the board, and who have responsibilities 
toward the Government and are available at any and all times to 
consult on lending matters. 

The rest of my comments would be the same as I made earlier, 
with reference to 6645. 

The fourth change occurs in section 108 (e). This section requires 
the establishment of regional offices in Alaska, Hawaii, and Puerto 
Rico. 

We now have branch offices in each of these Territories, and have had 
them for less than 1 year. Weare presently studying the desirability 
of increasing the authority of these offices to approve loans. The pres- 
ent workload does not appear to justify the necessary expenditures 
for establishing regional offices in each of these areas. I have already 
given a subst: antial increase in authority to the branch managers in 
some of these offices to make loans, themselves, and other than that 
delegation, which can be made without actually changing the status 
of the office from a regional to a branch, the principal result in chang- 
ing the status of a branch to a regional office would require that a con- 
siderable staff be added, clerical staff, in order to keep the records there, 
and in my opinion, it is not in each of these instances, justified. 

However, I think that this committee will wish to consider the rela- 
tive cost between keeping the offices as a branch, as they are now, and 
increasing delegations of authority to the branch managers, over mak- 
ing them regional offices. 

As near as I can estimate, the cost of making — three branch 
offices regional offices, would result in an increase in administrative 
expenses of about $198,000. 

I think it would be possible, administratively, to provide the same 
service without changing the designation of the offices, and I am will- 
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ing to provide the same services, I should add, as employees and funds 
for administrative expenses are available. 

The fifth change occurs in section 106 (a) (4) which establishes a 
maximum rate of interest at 5 percent, or the prevailing rate within 
the appropriate Federal Reserve district, whichever is lower. 

It is my opinion that any Government lending program should 
take into account two factors: (1) the rate should not be lower than 
that charged by private banks, unless it is desired—I mean, if one 
wishes to avoid competition with private lending institutions in the 
making of these loans. Since obviously, if you fix the interest rate 
lower than that charged by private banks, the tendency will be to 
attract borrowers from sources of private funds to try to obtain loans 
from the Government and using Government moneys, merely because 
of an advantageous interest rate. 

I think this, of course, is an issue that is largely up to Congress, but 
it has been the legislative history on this that on business loans, which 
is different than the home-lending field, there has not been a desire, 
insofar as I have been able to ascertain, to make the interest rate lower, 
and thus to attract borrowers away from private enterprise, the banks. 

The second factor to be considered is whether Congress wishes to 
have the interest rate the same in all sections of the country, or have 
it at a different rate in various areas of the country. 

The problem here, it seems to me, if Congress desires to have it 
different in various areas, must be met and the suggestion proposed 
by this bill is probably the most workable an‘! the most practicable. 

However, this would create a type of situation that I would be im- 
mediately faced with. 

In such areas as Texas, Oregon, and certain parts of the South, the 
interest rate is higher than it is in New England, and we have felt 
that in dealing with the Government on a business loan, if it is pos 
sible to establish a rate that is generally fair, that no matter where 
a man lives, if his business status is such that he is eligible for a 
loan, that he should be able to get it at the same rate. 

Now, under this wording, we would, no doubt, have to make some 
difference between the different sections of the country, and we would, 
of course, be guided by what Congress feels about this. But my ree- 
ommendation would be that we stay at the same rate, and that it be 
a rate, as we have had, which at least is fair and does not tend to at- 
tract loans away from private enterprise. 

The sixth change occurred in section 106 (a) (7). In this see- 
tion it is provided that all business loans shall offer reasonable as- 
surance of repayment. This is a very important change in the light 
of the legislative history of this type of business lending program. 

This section would change the present collateral requirements for 
small-business loans which stem from the language that all loans 
shall be of such sound value or so secured as reasonably to assure re 
payment, and it would substitute, therefor, a standard that all loans 
made, shall, in the judgment of the Administrator, offer reasonable 
assurance of repayment. 

The language of the present Small Business Act, which is contained 
in the Hill bill, 6645, is substantially the same as that contained in the 
Reconstruction Finance Corporation Act and provides an objective 
standard of Government lending which has existed for many years. 
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If the Government desires to substitute a subjective standard, as pro- 
vided in the bill, H. R. 7474, I certainly urge that there be legislative 
history established by Congress that would indicate exactly what 
guidelines should be followed i in making loans under this st: andard. 

Under the present standard, under the present bill, we, as did the 
RFC, require that there be collateral in connection with all loans— 
that there not be an unsecured business-lending program. 

Now, in connection with the program such as the limited loan par- 
ticipation plan, I have liberalized this standard, with the consent of 
the loan policy board, somewhat, in that it permits the banks to make 
the most of the estimate of the collateral, and thus saves time, we do 
take guaranties and we depart from any thought that there be affixed 
a receipt used as collateral. 

If this change is made that is in H. R. 7474, it would be proper for 
a borrower and his counsel to argue and contend that there was no 
collateral requirement intended by Congress, and that any collateral 
requirement was merely an imposition of the Administrator. 

Unquestionably the collateral requirements do prevent the making 
of some loans, but frankly, we have placed more emphasis on the earn 
ings ability, than an exact matching of collateral, and I would hope to 
have very specific guidelines if Congress departs from the present 
standard which has been in use, and goes in effect to what would be 
interpreted as an unsecured business-lending program. 

Now, that may not have been the intent of this section, but it is the 
question which the change raises. The seventh change occurs in section 
107 (m), which authorizes the establishment of small-business : advisory 
board, “truly representative of small business.” 

Well, my comment on that is that 98 percent of the members of our 
present board, or m: aybe higher, are actually and in fact, small-business 
men. We do have a few positions where « ‘olle » professors or members 
of professions which have some relation to small business have been 
appointed, and in a limited number of cases there have been some 
who have been employees of large firms, but in each case it has been 
a man who, it was my opinion, had something to eatetinarn to the 
small-business program. 

Now, for example . I have appointed some of the purchasing repre 
sentatives from some of the large aircraft companies, who deal mostly 
with suppliers, and are capable of vastly expanding the amount of 
subcontracting done by their companies. 

I am sure I could demonstrate that this had been effective in keep 
ing before some of these companies the need for ready access to infor 
mation by small firms. 

In other cases, there have been 1 or 2 men that have specialized 
management activities with small-business firms. I believe they have 
made a real contribution. In my opinion they have never expressed 
L “big business” viewpoint, but bec “ause they are serving, have done 
the things that are necessary to benefit small firms. 

The eighth change in section 108 (f) states it is the duty of the 
Administrator to consult with Government agencies in the issuance 
of all orders or policies which in any way affect small business and 
requires, further, that such agencies must consult with Small Business 
Administration before establishing such policies and issuing such 
orders. 
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A similar provision is found in section 215 of bill 6645. Tlowever, 
this section requires a direction from the President before the sec 
tion becomes operative. This limitation is most desirable and is in 
the interest of efficient administration. There are many Government 
policies which have no special impact on small business, although 
they affect small business. 

Consultatioin prior to issuance of all such regulations or the estab- 
lishment of such policies should be a matter of direction by the Presi- 
dent rather than mandatory under the Small Business Act. 

The ninth change, in section 113, contains the authority for the 
small business joint determination program. It is similar to section 
214 or bill 6645, except for new language which provides that if the 
administration and the procurement agency fail to agree on a joint 
determination, the matter must be submitted to the head of the 
procurement agency. 

My comment is that we now have in regulations a similar t type of 
appellate procedure which in gener al conforms to that set up in this 
section. 

The tenth change is in section 115 (b) and provides for the transfer 
of small-business functions not heretofore transferred to the Small 
Business Administration by the De ‘partment of Commerce. 

At the time of the creation of the Small Defense Plants Adminis 
tration, many of the functions of the Department of Commerce re 
lating to small business were transferred to the Small Defense Plants 
Administration, and then with the creation of the Small Business 
Administration, were transferred to the Small Business Administra 
tion. 

The term “small-business functions” is slightly ambiguous, how 
ever, and may lead to difficulties in carrying out the actual intent of 
this section. If small-business functions were to be transferred, it 
is preferable the nature of the functions be expressed in the bill. 

Hlowever, I might add that unless there are specific functions men 
tioned or called to our attention, I think most of the direct, immediate 
functions have already been transferred, so 1 do not know exactly 
what is the intent of this section, but I do want to say it would be 
hazardous, in my opinion, certainly without having testimony from 
the Department of Commerce, because there are some of their de part 
ments, such as the ones that obtain technical reports, and the Bureat 
of the Census, and some of the others, which conduct a number of 
their activities which are of benefit to small concerns, and of which 
the principal users are small ee concerns. 

And I personally do not think it was probab ly the intent of this 
section to transfer those which are major activities of the Department 
of Commerce. 

So I would just comment that this would be a hazardous course 
unless there is specific testimony from the Department of Commerce 
before the committee. 

That coneludes my comments with one exception. We have distrib 
uted, at your desk two sheets, one showing the figures through April 
of 1957. It was my thought the committee would prefer to have be 
fore it the latest figures available. It was possible Oo} ily to complete 
these figures last night and early this morning. 

So on this sheet, where it refers to selected statistics on financial 
assistance and procurement and technical assistance activities, there 
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are listed the figures for each of these activities, during the first 10 
months of the last fiscal year, for comparison with the first 10 months 
of this fiscal year, in tabular form, which I think will give a very 
clear presentation to the committee of the increase in these activities 
between last year and this year, and the figures are very current, 
since they are through the end of Apr il. 

The other sheet which has been furnished is a summ: iry statement 
of business and disaster-loan approvals and disbursements. The com 
mittee has always had questions about the amount of disbursements, 
percentage, and that sort of thing, so I have had this compiled, which 
is the latest figures available to us, through April 30 of this vear, 
for the current fiscal year. 

(The documents above-referred to are as follows:) 
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Summary statement of business and disaster loan approvals and disbursements, 
by type, as of Apr. 80, 1957 


{Dollars are in thousands 


Total loans approved 


Fiscal year 1957 (July 1-Apr. | Cumulative throngh Apr. 30 
30, 1957 1957 


Type of loan 


Amount approved Amount approved 
Number ; Number wt ee 

Total SBA Total | SBA 

shar hare 

Business loans 

Direct _. ; A 837 $36, 636 $36, 636 1, 954 82, 447 82, 447 
Immediate participations 1, 482 70, 643 54, 512 2, 453 122, 030 05, 506 
Deferred participations 614 21, 648 15, 737 2, 036 90, 141 66, 847 
Total participations 2, 046 92, 291 70, 249 4, 489 212,171 | = 162, 353 
Total business 2, 883 128, 927 106, 885 6, 443 294, 618 244, 800 
Disaster loans 
Direct _- : 852 5, 798 5, 798 5, 077 49, 905 49, 905 
Immediate participations 16 491 432 141 7, RRS 5, 96 
Deferred participations 409 3, 820 3, 241 611 5, 246 4,474 
Total participations 425 4,311 3, 673 752 13,131 | 10, 440 
Total, disaster 1, 277 10, 109 9, 471 1 5, 829 | 63, 126 60, 435 


Combined totals 


, 160 139, 036 116, 356 12, 272 357, 744 305, 235 





ed 
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Summary statement of business and disaster loan approvals and disbursements, 
by type, as of Apr. 80, 1957—Continued 


[Dollars are in thousands] 


Net loans approved after de Loans disbursed 


ducting cancellations 





Percent 

ige dis- 

Cumulative through Apr. 30, | Cumulative uu Apr. 30, bursed 
1057 iv (based on 

) number 

of net 

Amount approved Amount disbursed | approv- 

Numb Numbe | als) 
otal SAB otal SBA ! 
hare hare 
Business loan 
Direct l $3 $69. 760 $60, 760 1, 272 $50, 561 $50, 5Al 77.9 
Immediate participations 2, 187 11, 0535 86, 429 662 77.174 60, 393 | 76. 0 
Deferred participatior 1, 678 71, 790 2, 910 503 63, 525 47, 003 89. 6 
Total participations $, 865 182, 325 139, 339 3, 165 140, 699 107, 396 81.4 
‘Total business 5, 498 252. ORS 209, 099 4, 437 191, 260 157, 957 80.7 
Disaster loans 

Direct 4, 405 43, 170 43, 170 4, 020 40, 215 40, 215 91.3 
Immediate participations 108 6, 663 5, 006 ay 6, 555 4, 816 91.7 
Deferred participations 599 5, 109 4,352 169 3, 675 3, 134 78.3 
Total participations 707 11,772 9, 358 56S 10, 230 7, 950 80.3 
Total, disaster 5, 112 53, 042 52, 528 4, 588 50, 445 48, 165 89.7 
Combined totals 10, 610 307, 027 261, 627 9, 025 241, 705 206, 122 | 85. 1 


1 In addition, SBA proce 


Source 


Disbursed by SBA 
Disbursed by banks 


Total 


ssed and performed the closing and disbursing functions for 7 sec. 302 Defense 
Production Act loans approved by the Treasury Department in the amount of $4,306,000 


RECAPITI 


Budget and Reports Division, May 13, 1957. 


LATION 


Total 


$161, 717, 934 
79, 986, 972 


241, 704, 906 


Business 
loans 


| $115, 421, 414 
75, 838, 983 


| 


191, 260, 397 


Disaster 
loans 


$46, 206, 520 
4, 147, 988 


50, 444, 50s 
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SMALL BUSINESS ADMINISTRATION 


Selected statistics on financial assistance and procurement and technical as 
sistance activities, current fiscal year through April 1957, in comparison with 
same period in fiscal year 1956 






July 195¢ July 195. 
throug! through 
April 1957 April 1956 
FINANCIAL ASSISTANCE ACTIVITIES 
Business loan program 
A pplications received, number », O89 3, ON 
Loans approved, number 2, 883 1,2 
Total amount $128. 927. OOO $54. 599. 000 
Percent of applications acted on which were approved 58. 4 2 
Disaster loan program 
A pplications received, number l i 
Loans approved, number 1,2 $ OOT 
Total amount $10, 109, 000 $41, 943, OO 
Percent of applications acted on which were approved 8S. 4 ”).7 
PROCUREMENT AND TECHNICAL ASSISTANCE ACTIVITIES 
Procurement set aside for small business &, 701 4, 43% 
Value $559, 720, 60) $3 201, OM 
Set asides awarded H, St 3, 40 
Value $414, S80, 400 $251, 979, OO 
Prime contract referral 47, 211 5, B53 
Contacts to develop subcontract opportunities 3, 916 2, 73t 
Subcontract referrals 5, S&e 2, 808 
Cases of procurement assistance counseling and representation to procure 
ment agencies in behalf of small firms 26, 458 8, SYS 
Firms assisted to bid on specific procurement 8, 403 1,991 
Additional sources of supply furnished for bidders lists on which small t 
ness competition was needed 6,157 gf 
Certificates of competency 
A pplic itions received Y 13 
lue $30, GOS, SOF $24. 776, 70 
COC’s issued 71 67 
Value $6, 597, 10 $8, 854, 600 
Plant visits in connection with progress of certified contract 59 W2 
Engineering surveys (loans, certificates, preaward, et 1, 940 329 
Cases in which production and n eme i ( I mate i 
ind equipment assistance, wa 709 , OO2 
Requests for products assistance ed &, 677 4, SO 
Inventions listed in the products reu 4 ‘617 
Requests received for information and data or iventior ted in the 
products list circular 3, 262 12 
hese awards resulted in 10,091 contracts to small f 
2? These awards resulted in 6,029 contrac f 
Through March of each fis¢ year onl 
4 September 1955-April 1956, 
5 December 1955-April 1956. 
Source: Office of Controller, Budget and Reports Div n, M 13, 1957 


Mr. Barnes. I have only one other thing I would like to add It 
has been my custom when appearing before this committee to give 
you figures as to the losses we have charged off through our loa 
program. 

The latest figures, as of last night, show that there have been six 
loans, which have been charged off and which amount to $102,377.27. 

Now, of course, we have loans in liquidation, and we estimate some 
of those will result in losses. They have hot resulted in losses vet. 
We are either collecting them or the assets are being liquidated and 
sold. 

We have other delinquent loans which we believe may become losses 
or go into the liquidation stages, but before you now is the exact loss 
that has been charged off as uncollectible by us in the lending program. 

I would be glad to answer any quest ions and appreciate the patience 
of the committee in hearing our statement. 


[x- 


th 


nO) 
nf)? 


$29 


SMALL BUSINESS ACT 47 


(The following data was submitted by the Small Business Admin- 
istration :) 


SMALL BUSINESS ADMINISTRATION——-PROGRAMS OF PROCUREMENT AND TECHNICAL 
ASSISTANCE TO SMALL BUSINESS, MARCH 1957 


I. INTRODUCTORY REMARKS 


The passage of the Small Business Act of 1953 by the 83d Congress gave recog- 
nition to a growing national awareness that unless the small business segment of 
the national economy was afforded positive measures for assistance, the outlook 
of small-busines men was uncertain. This act, in effect creating the Small Busi- 
ness Administration, was the culmination of a decade of attempts by business and 
legislative leadership and Government departments and agencies to aid small 
business. A national program, based on a policy enunciated by Congress, was in 
this act established with the stated objective of preservation of free, competitive, 
small-busines enterprise, of insuring that a fair proportion of Government pur- 
chases of supplies and services would be placed with small business, and that the 
Government would aid, counsel, assist, and protect, insofar as possible, the 
interests of small business. 

This national legislation, designed to provide the kind of Government service 
that would meet the specific needs of individual small business concerns, was 
extended to June 30, 1957, by the 84th Congress, Ist session, by the passage of 
Public Law 268. In this extension the original act was amended in several 
instances. 

The Small Business Administration is primarily a service organization, pro- 
viding financial, procurement, managerial, and technical assistance to individual 
small businesses requesting such aid. 

In setting forth that the Small Business Administration was established to 
carry out the policy of Congress in order that “* * * the interest of small- 
business enterprises may be recognized, protected, and preserved * * *” it 
was indicated that the Small Business Administration should consult and co- 
operate with other Government departments and agencies. The act, and hear- 
ings and reports preceding this legislation clearly indicate that the intent of 
Congress is to make the Small Business Administration the spokesman for small 
business in the establishment of policy and an advocate in the correction of 
particular problems of small business. 

To carry out this policy, Congress provided specifically for certain programs 
wherein the Small Business Administration exercised complete control. In 
other instances, the agency is not given complete jurisdiction but is directed to 
cooperate and consult with other agencies of the Government. 

The Small Busines Act of 1953, as amended, gives the Small Business Ad- 
ministration itself the authority, in addition to making business and disaster 
loans, (1) to determine and cooperatively set aside for award to small firms, 
all or any part of a proposed procurement; (2) to provide technical and mana- 
gerial aids to small firms; (8) to enter into contracts with Government procure- 
ment agencies; (4) to make an inventory of all production facilities of small 
firms: (5) to certify as to capacity and credit to perform a specific Government 
procurement contract; and (6) to certify as to size of business concerns. 

The Small Business Administration is directed to consult and cooperate with 
ether agencies and to recommend policies which would be beneficial to small 
firms: to consult and cooperate with officers of the Government having procure- 
ment powers: to encourage the letting of subcontracts by prime contractors; to 
make studies and recommendations to appropriate agencies to insure that a fair 
proportion of total purchases and contracts be placed with small business enter- 
prises; to consult and cooperate with all Government agencies for the purpose of 
insuring that small business concerns receive fair and reasonable treatment ; and 
to make recommendations concerning the effect of price, credit, and other controls 

mposed on small business under war or defense programs. 

By drawing on the technical staff and research facilities of other Government 
departments, the Small Business Administration is placed in the position to 
render an effective job of helping small business without duplication of efforts on 
the part of either the Small Business Administration or other Government 
departments. 

Furthermore, this cooperative undertaking with respect to various Government 
departments—and particularly with reference to activities of procurement and 
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managerial and technical aids—-provides tangible evidence that the Small Busi- 
ness Administration is directing its program activities to bring about close and 
cooperative working relationships in recognition of the intent of Congress. 


Il. PROCUREMENT AND TECHNICAL ASSISTANCE ACTIVITIES 


Exhibit A provides a summary of progress and accomplishments of the Small 
Business Administration. This summary shows the cumulative results of pro- 
grams since the agency started operations in August 1953. A review of the 
6-month period ending December 1956, and a comparable period for the previous 
year, is also given. The details relative to programs are discussed in a later part 
of this report. 

In brief, highlights reflected in exhibit A show : 

(a) The number of set-aside actions increased 120 percent for the 6 months 
ending December 1956 compared with the 6 months of the previous year. 

(b) Asubstantial increase is recorded for contract awards resulting from these 
set-asides, the increase over the similar period a year ago amounting to 6 
percent. 

(c) Corresponding increases were recorded in the dollar value of set-asides 
and awards. The value of set-asides increased 79 percent and the value of 
awards increased 388 percent. 

(d) The increased emphasis that was directed to developing subcontract op 
portunities is reflected in the 65-percent increase in the number of contacts made 
during the 6 months ending December 1956, as compared with the previous 6 
months. During this same period, subcontracting opportunity referrals were 
made to around double the number of small firms reached by referrals for the 
comparable period of the previous year 

(e) The number of firms assisted to bid on specific procurements increased 
85 percent. 

(f) A 91-percent increase is marked for additional sources of supply on 
bidders’ lists. 

(g) The number of applications received for certificates of competency in 
creased 29 percent and COC’s issued is 37 percent greater. The value of COCs 
issued in the 6 months ending December 1956 was 32 percent more than for the 
comparable previous year. 

(kh) The increasing number of loans and other types of small business cases 
involving technical production assistance is observed in the 36-percent increase 
in engineering survevs related to thees items. 

(i) SBA smal! !}usiness publications are being requested in increasing numbers 
as sinall firms become aware of their availability. The most significant increase 
is with respect to the Technical Aids series. While the number distributed in 
this series increased 785 percent over the similar period for the previous year, this 
is not a complete reflection of increase in demand. As with other publications 
in the aids series, the greatest distribution is of new issues. In the previous 
period (July 1—December 31, 1955) because of difficulty in obtaining suitable 
manuscripts, no new issues were released, whereas during the same period of 
1956, there were three releases. 

Another pronounced increase was recorded in the sales of the United States 
Government Specifications Directory, an increase of 680 percent, largely due to 
the publicity it received at the small business opportunity meetings during the 
fall of 1956. The overall total of SBA publications distributed during the 
6 months ending December 1956 is 445,400 copies. Since August 1953, a grand 
total of 2,976,000 copies have heen distributed. 

(j) There has been a 56 percent increase in the number of requests to the 
agency for products assistance. A total of 459 new products was listed in the 
agency’s products list circular during the 6 months covered by this report, and 
1,371 requests were received by the agency for information and data on the items 
so listed. 

III. PROCUREMENT ASSISTANCE TO SMALL BUSINESS 


Progress has been made by the agency to strengthen and expand the pro 
grams of aiding, counseling, and assisting small business concerns to participate 
in purchases and contracts for supplies and services for the Government. The 
Small Business Administration recognizes fully, however, that the optimum 
results with respect to assistance to small business in achieving a fair propor- 
tion of Government contracts and in participation in subcontracting oppor- 
tunities still remains to be obtained (exhibit A). 
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The most persistent problem continues to be how best to divide the avail- 
able manpower in order to meet all of the many requests arising throughout 
the country for this assistance and to fulfill the various functions required in 
extending procurement assistance to small firms. 


A. Joint set-asides ; the joint determination program 


The SBA cooperative program of set-asides for small business was begun Au- 
gust 1953. The increasing tempo of activity and progress in the program is re- 
flected in the data on proposed set-asides initiated by SBA, set-asides agreed to 
by procuring officials, and contracts awarded to small business as a result of 
these set-asides (exhibit B). 

‘xhibit B provides these data by 6-month periods, starting with the last half 
of fiscal year 1954 and continuing through December 1956. A compilation of 
awards under the joint set-aside program, by States, cumulative through De- 
cember 25, 1956, is given in exhibit C. 

In the table of exhibit B, for the period July-December 1953, SBA proposed 
733 set-asides for small business covering purchases totaling about $180 million. 
For the 6 months ending December 1956, there were 4,892 set-aside actions, to- 
taling $381 million. The fact that a substantial increase is reflected in initi- 
ated set-asides, an increase of 567 percent, is indicative that SBA procedures are 
becoming increasingly effective. The dollar volume of these initiated set-asides 
increased 112 percent. 

Inasmuch as SBA was just getting underway in 1953, and due to normal 
lag time, data would include statistics of Small Defense Plants Administra- 
tion for the period of July-December 1953. Therefore, the period of July— 
December 1954 has been taken for comparative purposes of this statement. 

In using these data for purposes of contrast between selected periods of time, 
it was kept in mind that there is a normal timelag between the initiation of the 
set-aside and award of contract. Because of this lag, a misleading conclusion 
is possible in comparing awards for a selected period with the initiated set- 
asides for that period. On the other hand, contrasting initiated set-asides, set- 
asides agreed to, and procurement awards between like calendar periods, does 
permit a measure of progress and accomplishment. 

In comparing the period of July-December 1954 to the July-December 1956 
period, set-asides initiated increased from 1,532 to 4,892, an increase amounting 
to 219 percent. For these same periods the dollar value of initiated set-asides 
increased 91 percent, from $199 million to $381 million. The dollar value meas- 
ure of set-asides as reflected by data for these 2 periods discloses a substantial 
progress of 301 percent increase in the number of procurement awards, with the 
dollar value increasing from $71 million to $218 million, an equivalent increase 
of 206 percent. 

The joint set-aside program is carried out by the Small Business Admin- 
istration with the cooperation of Government agencies having procurement 
authorities and related requirements. Section 214, Public Law 163, as amended, 
empowers the SBA and Government contracting officers to set aside proposed 
procurements for competition among, and award to, small-business concerns 
when the procurement agencies concur that such action is in the interest of 
maintaining or mobilizing the Nation’s full productive capacity or is in the 
interest of war or national-defense programs. 

This program is directed toward the discharge of their common responsibil- 
ities that a fair proportion of total purchases and contracts for supplies and 
services of the Government shall be placed with small-business concerns. It 
provides the means to assure small businesses an opportunity to compete with 
other small businesses for procurements which have been exclusively earmarked 
for small firms. This program accomplishes this objective of increasing the 
numbr of items acceptable for restriction to small-business competition. This, 
in turn, broadens the base by increasing the number of small-business bidders 
and suppliers. 

To earry out the program, the Small Business Administration has assigned 
representatives to certain major Government purchasing offices. These repre- 
sentatives review proposed purchases, determine the type of facilities needed to 
produce the items, evaluate the prospects for small-business competition, and 
advise procurement officials of those which they believe should be earmarked 
for competition exclusively among small firms. The entire purchase can be 
set aside for small-business firms by restricted advertising, or partial quan- 
tities of the total proposed requirements can be set aside after the contracting 
official has determined the economical production run that will produce a fair 
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price to the Government. Small business then must engage in open competi- 
tion for the unrestricted portion to be eligible for consideration for any award 
of the part reserved for award by negotiation. 

Coverage of purchasing offices by SBA personnel has been increased to 140 
military and civilian installations. During the July-December period of 1956 
for instance, coverage was entended to 53 additional offices. Joint set-asides 
operations are carried on at these 140 installations by 16 full-time representa- 
tives, and 21 who can devote but part of their time to the activity due to other 
pressing assignments, such as counseling small firms or aiding them to resolve 
problems at purchasing offices. 

In order to render the greatest assistance to small-business firms within the 
limitations of available personnel, the agency’s main effort has been directed at 
covering the larger procurement installations. Appended is a list of procure- 
ment installations where joint set-asides for small business were made during 
the first half of fiscal year 1957 (exhibit D). 

B. Effectiveness of the joint set-aside program with the military services 

One measure of the effectiveness of SBA’s joint set-aside program with the 
military services is the dollar amount of military purchases which have been 
earmarked for exclusive award to small business. Since the beginning of the 
agency on August 1, 1953, through December 25, 1956, 15,293 procurements 
totaling $1,429,482,882 have been jointly set aside exclusively for small-business 
firms with the military services. When civilian agencies are included with 
military services the cumulative total set-asides equal $1,458 million for a total 
of 16,409 set-asides (exhibit EF). 

The importance of the joint set-aside program in assisting small-business 
firms to obtain Government business is illustrated by the following statements 
made by the Acting Chief of Naval Material on October 17, 1956: 

“Last fiscal year, the Armed Services Petroleum Purchasing Agency spent 
$840,369,000 for petroleum products; $175,255,000 or 20.5 percent of these dol- 
lars were placed with small business. With specific reference to the procure- 
ment of jet fuel, during the last 6-month procurement period small business re 
finers received awards totaling 6,856,000 barrels whereas under IFB 57—5 small 
business refiners received awards totaling 10,907,000 barrels. This represents 
an increase of 4,100,000 barrels and increased the small-business share of the 
jet procurement from 21 percent to 35 percent. I feel that this increased small 
business participation * * * can be attributed directly to the utilization of 
small-business set-asides. * * *” 

C. Civilian agency set-aside program 

In the area of Federal civilian agency purchasing, the Small Business Ad 
ministration has expanded the set-aside program to additional civilian agencies 

Initial results of these new arrangements with civilian agencies have been 
satisfactory and indicate an earnest desire of all agencies to increase small 
business participation in their procurements. 

During the past 6 months, for instance, purchases in the following amounts 
have been restricted to small business in cooperation with agencies where the 
set-aside program was begun during the later part of fiscal year 1956: $13,204, 
967 with the General Services Administration ; $3,757,418 with the Veterans’ 
Administration ; $761,363 with the Department of Interior: and $338,120 with 
the Department of Agriculture. The purchasing offices of the latter two Depart 
ments are so widely decentralized that Small Business Administration represent 
atives are able to cover only a small number of them. 

An agreement for a joint set-aside program with the Department of Commerce 
was signed on October 11, 1956. This program was implemented the early part 
of November with the central purchasing office of the Department, with the 
Census Bureau, the Weather Bureau, the Bureau of Standards, the Bureau of 
Coast and Geodetic Survey, the Maritime Administration, the Civil Aeronautics 
Administration, and with the Bureau of Public Roads. Negotiations are under- 
way with the Bureau of Public Roads to restrict suitable Federal highway con- 
struction contracts to small business. Although total direct purchases by some 
of the Department of Commerce bureaus are small, procurement estimated at 
more than $2,329,559 already have been set aside for small-business concerns in 
cooperation with the Department. 

The Post Office Department and the Small Business Administration signed an 
agreement on December 20, 1956, to jointly set aside suitable procurements for 
award to small firms. This program is expected to resut in increased competi 
tion among small firms for Post Office Department contracts. 
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A joint set-aside program for small business has not been established with the 
Atomic Energy Commission because AEC purchases suitable for small business 
are made by their prime contractors. However, the AEC and SBA have a 
program to assist small-business subcontractors which wil be discussed later. 


D. Certificates of competency 

The certificate of competency program carried on by the Small Business Ad- 
ministration makes available to small firms an appeal procedure from decisions 
by military of civilian contracting officers. If a small company or group of 
companies is low bidder or within negotiation, but is being rejected because of 
question of credit or capacity, the company may apply to the SBA for a cer- 
tificate. 

SBA field office personnel make detailed plant inspections and financial 
studies of firms applying for certificates of competency. If the agency finds that 
the bidder actually is qualified to perform the contract, it issues a certificate 
of competency attesting to this finding. The certificate must be accepted as 
conclusive by the procurement officer as far as technical and financial require- 
ments of the contract are concerned. When a certificate of competency is issued 
by the SBA, the small firm is awarded the contract and the firm’s progress under 
that contract is watched closely by the SBA regional office staff in order to 
assist the contractor in meeting his contractual obligations 

The Small Business Administration, from August 1, 1953, through December 
25, 1956, has received 525 applications for certificates of competency with a 
total value of $96 million (exhibit A). As of December 25, 1956, certificates 
of competency have been issued to 254 firms covering contracts having an esti 
mated value of $31 million. Additional details relative to these certificates of 
competency actions are given in exhibit F. 

For the fiscal year 1957, through December 1956, a total of 86 applications 
were received for a total value of $13 million, of which 41 certificates were 
issued with an estimated value of $3.3 million. 

I}, Assistance to surplus labor areas 

Small Business Administration assistance to surplus labor areas is extended 
to small businesses by helping individual small firms in the areas. The SBA’s 
assistance to the individual small firms can take three forms: Help in obtaining 
prime contracts and subcontracts, technical production information, and financial 
assistance. Requests for assistance which are concerned chiefly with area 
development problems, such as locating new industries for communities, are 
referred to the Department of Commerce, Office of Area Development. 

The usual procedure is for the agency representatives to be invited by con 
munity leaders and groups of small-business executives to discuss employment 
increases which might result from the SBA’s programs of procurement assist 
ance, technical production assistance, new products, managerial, and financial 


assistance. The SBA’s programs of assistance are outlined both in group meet 
ings, and in consultation with individual small concerns as a followup on the 
larger meeting. At these meetings, agency staff members explore, with the 


firms, possible ways to expand or diversify their production so as to absorb the 
area’s surplus labor. 
I’. Procurement assistance counseling 

In its counseling program the Small Business Administration helps small firms 
determine which items or services they can supply to the Government, and 
assists them in being included on the appropriate bidders lists. In addition, 
the agency assists small-business concerns in obtaining bid sets for any purchase 
which is suitable for them to supply. 

One aim of the Small Business Administration’s counseling program is to 
make available to small firms the fullest possible information concerning Gov 
ernment purchasing. Toward this end, the agency has published the United 
States Government Purchasing Directory, United States Government Specifica- 
tions Directory, and Pointers on Government Contracting. These publications 
provide detailed information on who buys what and where in the Federal Gov- 
ernment, where Government specifications may be seen, and how to go about 
obtaining prime contracts and subcontracts. The Department of Commerce 
issues the Synopsis of United States Government Proposed Procurements, Sales 
and Contracts, a daily publication which small firms can obtain at the annual 
subscription price of $7. 
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Many agency field offices also obtain bid sets from purchasing offices in their 
areas and display them for informational purposes. The offices inform inter- 
ested firms as to how the bid sets and specifications and drawings relating to 
them may be obtained, or where they are available for inspection. In this 
connection, each agency field office maintains a set of Government packing and 
packaging specifications especially selected to fill the needs of small firms. 
These sets are available to small business owners for reference use. 

Export trade opportunities are made available to small firms through a 
mutual arrangement whereby the International Cooperation Administration 
provides SBA regional and branch offices with ICA small business circulars 
which contain advance procurement information on hundreds of export trade 
opportunities for American small businesses through export trade under the 
various programs financed by International Cooperation Administration. Using 
this information, SBA field offices furnish interested small manufacturers, sup- 
pliers, and exporters with descriptions of items, quantities, specifications, ship 
ping instructions, and names and addresses of purchasing offices. 

One of the more important means of assisting small firms is that of helping 
them solve problems regarding bids, specifications, claims, bonding requirements, 
payments and misunderstandings between them and procuring officials. 

During 6 months ending December 1956, Small Business Administration field 
offices reported 15,386 cases of general procurement counseling and representa 
tion in behalf of small firms at purchasing offices, as compared to 10,380 for 
same period of the previous year. In addition during the July-December 1956 
period the agency recommended 3,960 firms to contracting officers for the oppor- 
tunity to bid on specific purchases. 


G. Broadening the area of participation by small business in subcontracting 


Firms which come to the Small Business Admiristration for subcontract assist 


ance are asked to register their facilities with the anpropriate regional office 
so that the agency's production engineers can evaluate the type and volume of 
work they are capable of handling. Armed with this knowledge, agency repre- 


sentatives contact prime contractors to develop subcontract work for the 
small firms. 

Duiing this visit the firm is advised how to sell its services to prime con 
tractors as well as how to find firms needing components which it can proauce. 
In addition, it is provided information on major prime contractors in its area, 
the Atomic Energy Commission’s cost-type contractors, and prime contractors 
for the Army Corps of Engineers and Navy district public works offices when 
feasible 

Under the Department of Defense small business subcontracting program now 
in operation, military contracting officers urge major prime contractors to 
subcontract as much work as practicable to small firms. Contractors which 
have agreed to participate in this program are visited by Small Business Admin- 
istration representatives to develop the maximum amount of subcontract work 
for small firms registered with the agency. 

During the period of July-December 1956 the Small Business Administration 


representatives contacted 2,357 prime contractors to develop subcontract op 


portunities and made 3,387 referrals of opportunities to small firms. In addition, 
many prime and subcontractors were brought together at the SBA small business 
opportunity meetings. 

The Atomic Energy Commission and the Small Business Administration also 
have a cooperative subcontracting program to assist small firms. The Atomic 
Energy Commission’s cost-type contractors notify Small Business Administra- 
tion regional offices of opportunities to subcontract or to sell to them, and the 
regional offices, in turn, bring these to the attention of small firms which can 
supply the component or product needed. 

The effectiveness of the Atomic Energy Commission's efforts to help small firms 
and of the cooperative subcontracting arranzvement is shown in the noward 
trend of the small-business share of subcontract actions by Atomic Energy 
Commission cost-type prime contractors. This percentage has risen steadily 
from 26.7 in fiscal year 1951 to 45.7 for fiscal year 1956, 

H. Guiding small firms to areas where competition is needed 

An important service to small concerns is that of bringing to their attention 
various items for which adequate small-business competition is lacking. To 
accomplish this, Small Business Administration representatives, at purchasing 
offices notify the agenecy’s field offices of items for which small-business com- 
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petition is needed. The field offices, in turn, bring these items to the attention 
of firms which they believe can supply them. 

The agency’s field offices also arrange with local purchasing offices of Federal 
agencies (offices not covered by Small Business Administration representatives ) 
to furnish them the names of potential small-business suppliers of items for 
which additional competition is needed. 

During calendar year 1956, the names of 9,148 small firms were furnished 
procurement offices in need of additional suppliers. 


!. Qualified products lists 


The Government buys most items on the basis of standard specifications 
which describe minimum quality or grade, size, and weight, and other character- 
istics. Certain items purchased by the Government tmust pass special qualifica- 
tion tests before the procurement is completed. Items which pass the tests are 
listed in one of the qualified products lists which are used in Government 
purchasing. 

To increase the participation by small business in procurements of qualified 
products by Government agencies, the SBA issued management aid No. 42, 
Getting Your Product on a Qualified Products List. This aid is available 
through all SBA field offices and explains the reasons for qualified products lists 
und the procedures by which manufacturers can qualify their products. 

Small firms interested in selling to the Government a product which must be 
quiuified before a contract can be entered into with the Government, should start 
early on the qualification procedure. The tests are too complex to be accom- 
plished between issuing of invitations for bids and making of awards. 

All SBA regional offices have been supplied up-to-date information to pass 
m to small firms needing assistance. In each regional office library are the 
following: 

Index of Federal Specifications and Standards, issued by GSA’s Federal Supply 
Service, which includes a list of Federal qualitied products : 

index to Qualified Products Lists, issued by the Department of the Navy 

NavSandA Publication 71). It includes the Department of Defense qualified 
products which are not listed in the references above. 


J. United States Government Purchasing Directory 


Of special importance to small business concerns is the publication of a revised 
ind expanded edition of the United States Government Purchasing Directory. 
Chis volume is a complete revision of the one iirst published by the SBA in 
March 1954. The directory is revised from time to time in order to keep it cur- 
rent with procurement information. Copies are available to small firms from the 
Superintendent of Documents for 50 cents per copy. 

The purchasing directory tells who buys what and where in the Federal 
Government by a listing of the items and classes of items purchased by the 
military and civilian agencies of the Government, plus a complementary listing 
of the offices which do the buying. The directory also provides small firms with 
varied information on selling to the Government and obtaining subcontracts. 
It is especially useful to small firms in learning which offices buy items they can 
furnish, so they may seek placement on the proper bidders lists. In the past, 
it was difficult for a small firm to obtain much of this information, which, while 
iccessible, was not available in an organized directory. It is the policy of the 
SBA to make information on Government procurement easily available directly 
to potential bidders, and to disseminate such information as widely as possible. 
The purchasing directory has proven helpful in this respect. 

Copies of the purchasing directory are available at all SBA field offices, mili 
tary small business specialists, and contracting officials of the Federal civilian 
igencies for their use in counseling small business firms. 

K. Specifications assistance: United Statcs Specifications Directory 

A continuing problem of small concerns is diiiiculty in obtaining or reviewing 
‘opies of Federal and military specifications needed in bidding on Government 
uurchbases. The SBA maintains at iis Washington and field offices a 4-volume 
reference set of the packaging and packing specifications most often required by 
small concerns in selling their products and services to the Government. These 
packaging specifications are periodically reviewed by the Ageney to eliminate 
canceled or superseded items, and to insure the inclusion of new or revised 
Specifications and amendments. 

As an additional couvenience to small concerns, SBA field offices maintain 
files of Government specifications compiled from previous bid sets, and make 
these limited stocks available to small firms in need of them. 
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The SBA also makes available to small firms the United States Government 
Specifications Directory, a guide to more than 500 places throughout the country 
where small business Owners may locate quickly Government specifications and 
indexes needed to prepare bids on Government purchases. The directory dis 
cusses the purchasing specifications used by the Government; tells how business 
men may obtain copies of specifications and specifications indexes for contin 
uing use; and provides pointers on using them. 

In the period July 1, 1955, through June 30, 1956, the SBA received from the 
General Services Administration 171 proposed new or interim Federal specifica 
tious. These were reviewed by the agency to determine whether their provi 
sions would be restrictive to small concerns. The agency’s analyses have re 
sulted in a number of recommendations to the General Services Administration 
for deletion of possible restrictive or discriminatory provisions. 

The SBA also seeks revisions of existing specifications to make it possible 
for small manufacturers to have their products considered in Government 
purchasing. Toward this end, negotiations have been held during the past 
6 months with the Quartermaster Corps, Air Force, Navy, Veterans’ Admini 
tration, Department of Justice, and Post Office Department 


L. Inventory of small plant facilities 

The SBA facilities inventory is a nationwide plan for registering the produ: 
tive facilities of small companies. Data on their industrial potential is supplied 
by small firms on a voluntary basis. 

The registration of small concerns is conducted according to a decentralizes 


plan, with the agency’s regional and branch offices responsible for maintaining 


the inventory. The field offices work directly with small firms which ask to be 
placed on the inventory list. The companies are furnished a questionnaire 01 
which they enter information pertaining to their n 
capacity, number of employees, type of products, und other essential manufac: 


achinery and equipmen 


egional staff to det 


turing data. The data are then analyzed by the SBA ermine 
the nature of the facility and its proper coding in the standard industria iSSi 
fication. Uses of the facilities inventory include (1) assistance to the registered 
plants in obtaining prime and subcontracts, (2) furnishing of additional bidders 
to Government agencies, (3) locating specialized or scarce machine tools an 


equipment, and (4) mobilization planning, to have in readiness reliable operating 
data on small firms and an inventory which can be expanded rapidly if defen 
conditions warrant. 

As of December 1956, there were 34,886 small companies regi 
agency. Most of these were manufacturing plants. Listings of « 
service firms are increasing, in recognition of the SBA’s broader responsibility 


to all small business. 





M. Business opportunity meetings a 1956 highlight 

During the calendar year 1956, the Small Business Administration, othe 
Federal agencies, and local business groups, cosponsored 20 business opportunity 
meetings for the benefit of small-business owners and managers. More than 
25,000 businessmen attended these meetings and learned of the Government’s 
buying methods, prime contract and subcontract opportunities, and helpful 
Government services. 

Information on selling to the Government was provided by means of talks by 
top Government purchasing officials, visual displays, sample bid sets, and exhibits 
of actual articles purchased by the Government and by large prime contractors 

The popularity of this type of assistance is attested to by hundreds of letters 
from businessmen who felt that the meetings were of great value to them, thei 
communities, and the Government. The conferences in large metropolitan areas 
and the smaller regional meetings were both very successful. 

Each opportunity meeting featured displays by large prime contractors of items 


for which they welcomed subcontractors. Purchasing agents were on hand at 
the displays to discuss their requirements with small firms and to list the firms 
on their bidders lists for subcontract work and direct purchases. Prime con- 
tractors were pleased at their suecess in finding potential subcontractors © 
suppliers through these meetings. Small firms, in turn, were pleased to have 


new sales opportunities revealed to them. 

Although selling to the Government and subcontract opportunities were high- 
lighted at the meetings, other Government programs for assisting small firms 
also were stressed. For example, the Small Business Administration’s programs 
of financial, production, management, and products assistance were explained at 
each conference, as well as programs of other agencies. 
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These meetings were held in the following cities: Indianapolis, Ind.; San 
Antonio, Tex.; Portland, Oreg.; Oakland, Calif.; Charlotte, N. C.; Denver, 
Colo.; Hutchinson, Kans.; Atlanta, Ga.; Boston, Mass.; New Orleans, La.; 
Seattle, Wash.; Trenton, N. J.; Syracuse, N. ¥.; Omaha, Nebr.; Little Rock, 
Ark.: Philadelphia, Pa.; Waterbury, Conn.; Los Angeles, Calif.; Kansas City, 
Kans. ; and Cleveland, Ohio. 

Many proprietors of small firms who could not attend the opportunity meetings 
learned by word-of-mouth or through the local publicity given to the meetings 
that the Small Business Administration and the other agencies which participated 
in the meetings have programs to assist them. Small Business Administration 
field offices are receiving requests from many firms which learned of the services 
available to them as the result of publicity given the opportunity meetings. 

V. Bringing Government purchases to the attention of small firms 

When a small concern requests the agency’s assistance in obtaining Government 
business, it is asked to register its facilities with the appropriate regional office. 
That office then notifies the firm of opportunities to bid on purchases for which 
its facilities are suited, at the same time urging it to get on the bidders lists so 
that it will then receive notices of the next opportunities direct from the purchas- 
ing offices. Since Small Business Administration regional offices receive bid sets 
from many procurement installations, this program enables small firms to learn of 
countless bidding opportunities of which they otherwise would be unaware. 

During calendar 1956 the agency’s field offices made 29,967 referrals of prime 
contract opportunities to small-business concerns. 


0. Pxramples of procurement assistance 
Typical examples of procurement assistance are given in exhibit G. 


IV. OTHER PRODUCTION, PRODUCTS, AND MANAGERIAL ASSISTANCE ACTIVITIES 


The following discussion pertains to additional facets of the SBA procurement 
and technical assistance program. All are directed toward helping small firms 
to overcome the problems of keeping abreast of production and marketing 
techniques. Coupled with procurement assistance, these activities provide to 
individual small concerns a means whereby they can (1) gain access to produc- 
tion, research, and development information; (2) obtain current technical data 
on new or improved products and marketing; and (3) improve their management 
practices (exhibits H, I, and J). 


1. Materials and equipment assistance 

The Small Business Administration has given increasing attention to the effect 
on small business of shortages of certain materials and equipment. AS part 
if its activities, the agency prepared a report to the Joint Committee on Defense 
Production discussing the status of small firms which earlier had complained 
to the agency of difficulty in obtaining an adequate supply of nickel. The report 
included data showing each company’s purchases of market-price nickel, premium- 
price nickel, and gray-market nickel. A copy of the report also was furnished 
the Department of Commerce for its analysis and use in the preparation of a 
study on the nickel situation. 

In addition, the Small Business Administration implemented its assignment 
under Defense Mobilization Order I-24 by developing, in cooperation with the 
Department of Commerce, a procedure for referring to that Department cases 
where small firms are experiencing hardship obtaining materials and equip- 
ment. The Department has agreed (1) to recommend to the Small Business 
Administration alternate sources of supply for those small firms which are 
dealing entirely with civilian work, and (2) to issue priorities or directives to 
those small firms engaged in defense production to insure completion of their 
defense orders on time. 

The Small Business Administration assists small firms in locating machine 
tools or other equipment necessary for production of defense or civilian con- 
tracts, when problems arise which make it difficult for the small firm to ob- 
tain new equipment in time to meet contract schedule needs or when the small 
firm has difficulty in locating satisfactory used equipment to meet its needs. 
Availability of Government-owned machine tools is explored, as well as a 
survey being made of the commercial market. 

As a regular part of its work, the Agency reviews each Department of De- 
fense request to the Office of Defense Mobilization for approval to lease 
Government-owned machine tools for nondefense purposes. When it appears 
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that a proposed leasing of tools might adversely affect the competitive position 
of small firms, the agency makes appropriate recommendations to the Office 
of Defense Mobilization. Small Business Administration representatives also 
are participating in the Interagency Task Group on Uniform Leasing, which is 
developing a uniform leasing schedule for use by all Government activities in 
leasing Government-owned tools to private industry. 

The agency acts as spokesman for small business before other Governinent 
agencies which are considering the adoption of materials and equipment 
policies or programs affecting small business. During the last 6 months, 
Small Business Adiuinistration representatives have taken part in numerous 
meetings and conferences with representatives of other agencies relating to 
steel products, machine tools, titanium, electronic equipment, construction ma- 
chinery, oil field machinery and equipment, brass and bronze, aluminum, scrap 
and other products. 

Another implementation to Defense Mobilization Order I-24 provides for 
Small Business Administration review of all proposed mobilization orders or 
regulatory directions which are under consideration by the Department of 
Commerce. This assures the agency of an opportunity to make recommenda 
tions which are in the interests of the small business community. 

The Small Business Administration implemented its assignment under IDs 
fense Mobilization Order I-24 by developing, in cooperation with the Depart 
ment of Commerce, procedure for referring hardship cases involving materials 
shortages to the Department to explore alternate sources of supply in cases 
of civilian work and to assure priorities or directives in the cases of firms 
engaged in defense production to insure completion of defense orders on 
scheduled deliveries. 


B. Tax amortization program 


rovernment encourage 





Under the accelerated tax amortization program. t 


business concerns to expand defense production f: ities by offering tax relief 

; +} Pe yey Ps yrs ‘ , tent * } , x . vv? 

in the form of accelerated amortization of the cost of le new or expanded 
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facilities. When an application of this type is approved by the Office of Defense 


Mobilization, a stated percentage of the cost of the new or expanded plant mar 
be written off over a period of 60 months. 

The Small Business Administration assists small firms in obtaining a share 
of accelerated tax amortization privileges. For example, the agency obtains 
additional information on small firms’ applications where requested to do so 
by the Office of Defense Mobilization or other agencies to which it has referred 
the applications for comment. Frequently, applications filed by small firms 
lack necessary data, or the agency reviewing the application wants additional 
information in support of certain parts of the application. When this occurs, 
the appropriate Small Business Administration field office obtains the necessary 
information from the applicant and if requested, the agency will check the 
status of a small firm’s application. 

As of December 31, 1956, only 16 expansion goals were open. Few of the un 
filled goals are in categories normally suitable for small firms. The SBA field 
offices have complete current lists of open goals and assist applicants interested 
in expansion under the stipulated goals. Applications for tax amortization assist 
ance have been declining over the past few months. 


Taz amortization program as of Dec. 31, 1956 


| 
| Total Amount 
Certificates of Necessity issued to small business concerns 11, 162 $3, 958, 505, 94 
Certificates of Necessity issued by ODM to small business concerns fron 
Aug. 1, 1953, through Dee. 31, 195¢ 1, 267 828, 959, 86.5 
Certificates of Necessity issued to small business firms in which SBA partici- 
pated from Aug. 1, 1953, through Dec. 31, 195¢ 114 11, 801, OF 


C. Production pools 

Under section 217 of the Small Business Act of 1953, as amended, the Small 
Business Administration is responsible for providing small manufacturers 
with information about pooling and to help them in forming and operating 
pools. 








tion 
fhice 
also 
h is 
s in 


rent 
ent 
ths, 
‘ous 
r to 
ma- 
rap 


for 
+ or 

of 
ida 


De 
art 
ials 
1SeS 
rms 

on 


are 
Lins 
» SO 
red 
rms 
mat 
urs, 
ary 
the 


un 
ield 
sted 


sist 


Q RAS 


1, ODF 


nall 
‘ers 
fing 


SMALL BUSINESS ACT ot 


The SBA pooling program is especially effective for two types of small firms: 
Those having different manufacturing facilities and those having similar manu- 
facturing facilities, and wishing to associate in order to enable the groups 
through improved ranges of facilities and through enlarged capacities—to com- 
pete effectively for business from which the members would otherwise be ex- 
cluded. 

While the formation of production pools declined during July to December 
1956, evidenced by the fact that no new pools were approved during this period 
and no formal requests for approval are pending, interest in production pools 
continues to a moderate degree. Regular reports from the SBA field offices 
continue to reflect the receipt of inquiries regarding the formation of pools, 
in addition to those received directly in the Washington office. Should mobili 
zation activities increase, in the light of past experience, a revision upward in 
figures for pooling functions would be expected. 

As of December $1, 1956, there were 6 approved small-business production 
pools of the Small business Administration. These pools are composed of 51 
companies, employing approximately 3,000 persons. Twe of the presently active 
pools have reported 245 prime contract awards, valued at $968,232, in addition 
to 4 subcontract awards valued at $35,967. 

D. Products assistance program 

The Small Business Administration’s Products Assistance program is designed 
to help small concerns gain access to product development information avail- 
able from Government and industry. Since start of the service in July 1954, 
requests for this type of assistance have increased steadily. 

As part of this service the agency 

1. Helps small concerns gain access to data on research and on product, 
process and market development needed in solving day-to-day operating 
problems and in planning production and marketing programs. 

2. Provides small firms a clearinghouse for information on available 
products and processes which can be used to maintain, diversify, or expand 
their operation. 

Expenditures by Government and industry on research and development have 
increased steadily over the years. As a result, a wealth of information on 
product and process development has been accumulated. Much of this data is 
nonconfidential in nature and is available to any potential user. However, it is 
not always readily accessible, particularly to small-business owners who either 
do not have the time or do not know where to obtain the information needed 
in solving a specific problem. One of the objectives of the Products Assistance 
Service is to help bridge this gap, to assist small concerns in gaining access 
to needed information. 

The Small Business Administration does not maintain laboratory or staff 
facilities for research on product and process development. It does, however, 
provide technical counsel and assistance to individual small-business concerns on 
new product research and development. In this connection, the agency enlists 
the cooperation of industry, other Government agencies, public and private 
research organizations, and trade associations in solving the small-business 
problems submitted to it. 

During the last 6 months, the number of requests for this aid increased 56 
percent; 4,881 firms requested and were furnished information on product, proc 
ess and market development (exhibit A). Since the service was established in 
July 1954, the number of small firms that have been provided this type of tech- 
nical assistance totaled 13,881. 

As another part of this service, the agency issues a monthly products list 
circular, a publication which provides information on patented inventions 
(privately owned and Government owned) available for production and distribu- 
tion. Over 12,000 small concerns have now asked to receive this publication 
on a continuing basis. During the past year, 3,262 small firms requested further 
information on the 1,027 new and improved products and processes listed in 
the products list circular. In the 6 months ending December 1956 a total of 
459 products were listed and 1,871 requests were received for information and 
data on these items. 


Bf. Managerial assistance program 

Managerial assistance is inherent in the various SBA activities relating to 
procurement, production, and products assistance: problems in these areas 
haturally involve the application of appropriate managerial techniques. 
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Four series of management publications are currently issued covering prob- 
lems perplexing the owners of small firms. ‘Three are distributed free upon 
individual request and the fourth is sold at nominal prices by the Government 
Printing Office. An increasing number of the publications is issued in the 
SBA administrative management courses offered by educational institutions 
to proprietors of small businesses. 

Management Aids for Small Manufacturers: To date 78 of these 4-page, free 
leaflets have been issued. More recent aids include Protecting Your Records 
Against Disaster, Surveying and Controlling Executive Time, and How the Post 
Office Helps Small Business. Total distribution of the management aids is 
now 1,865,775 copies. 

Technical Aids for Small Manufacturers: Today technological changes affect 
many production aspects of the smallest manufacturing plant or shop. These 
changes involve production processes, materials, machinery and equipment, and 
maintenance. To date 46 technical aids have been published. More recent aids 
include Modern Welding Methods, and Cash Values in Industrial Scrap. The 
number of copies of technical aids distributed now totals 587,975. 

Small Marketers Aids: The newest series of free aids is prepared for the 
use of the small retailer, wholesaler, and service operator. Their management 
problems are analyzed and proven solutions to actual problems are briefly pre- 
sented. Typical of these leaflets are Sizing Up Small Business Locations, Ap 
praising the Market for the Services You Offer, and Improving Personal Selling 
in Small Business. Over 366,000 copies of the 17 issued to date have been 
distributed. 

Small Business Management Series: When a management subject cannot 
be adequately covered in a short leaflet, the SBA has a leading authority in 
the field prepare a manuscript on the subject. These booklets are sold at nom 
inal prices by the Superintendent of Documents. Widespread acceptance of 
them is indicated by the sale of more than 427,200 copies of the 19 booklets 
issued thus far. Among the best sellers are Cost Accounting for Small Manu 
facturers, Cutting Office Costs in Small Plants, Human Relations in Small 
Industry, and A Handbook of Small Business Finance. 

All of these publications are prepared with the greatest care to cover the 
more important management problems in a practical manner. Subjects are 
selected with the aid of advisory committees of businessmen, written by experts 
in their respective fields, and all manuscripts are reviewed by equally outstand 
ing experts. The wide acceptance of the management publications justifies the 
care taken in their preparation. A table showing the distribution and sale of 
SBA publications and a list of publications described above is appended (ex 
hibit K). 

Another aspect of managerial assistance is the administrative management 
courses. In cooperation with universities and other educational groups through- 
out the Nation, the SBA is cosponsoring short courses in administrative man 
agement for small business owners and managers. The courses are designed to 
help the small-busines operator improve his knowledge of business administra 
tion. They are concerned with management policy having to do with organiz 
ing, staffing, planning, directing, and controlling During fiscal year 1957 (up 


to December 25, 1956), 36 courses have been completed, 3 are in progress, 20 





more are contemplated. These 59 courses are being conducted by 52 educa- 
tional institutions. Approximately 5,600 businessmen have attended these 


courses up to the present time 

The educational institutions assume educational and financial responsibility 
for all of the courses, and the SBA lends assistance in the role of cosponsor. 
Most of the classes meet 1 evening per week for a period of 8 to 10 weeks. 
Typically, each session runs from 2 to 3 hours. Costs are defrayed by tuition 
fees paid by the businessmen who take the courses. Speakers are selected from 
among businessmen, educators, bankers, and Government officials. 

Evaluations from more than 1,300 businessmen who have attended these 
courses have been analyzed. These evaluations were unsigned and made by 
the businessmen after they had completed a course. Nearly all made favorable 
comments. Of those who rated the courses as a whole, 86 percent rated them 
good to excellent, while 14 percent considered them fair. Only three persons 
rated them as poor. More than 95 percent of the students asked said that the 
problems discussed were important or vital to the operation of their businesses. 


V. SMALL BUSINESS ADMINISTRATION PRIME CONTRACT PROGRAM 


The Small Business Administration is empowered to enter into contracts with 
any department or agency of the United States Government to furnish supplies 
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and services, and to arrange for the performance of such contracts through 
subcontracting to small-business concerns or others, as may be necessary. 

The Small Business Administration believes that its authority to take prime 
contracts in order to extend subcontracting should be continued as a standby 
basis, for use in emergencies. 


VI. RESEARCH AND DEVELOPMENT 


The Department of Defense has reported that small-business concerns were 
awarded 5.9 percent of its research and development prime contracts during 
fiscal year 1956. Small firms were awarded 9.7 percent of total Army con- 
tracts, 9.4 percent of Navy contracts, and 3.7 percent of Air Force contracts. 
However, since awards to educational and nonprofit institutions are included 
in these small-business percentages, they do not adequately reflect the volume 
of research and development contracts going to small firms. 

In their procurement counseling, Small Business Administration staff mem- 
bers stress to qualified small-business concerns the importance of their trying 
for research and development work and guide them to the proper offices. This 
is important, because a firm which performs a research and development con- 
tract has an advantage over competitors when the production contract for the 
item is awarded. 

During the last half of calendar year 1956, one-fourth of the value of all pro- 
curements screened by the Agency’s representatives at the Quartermaster Re- 
search and Development Command, Natick, Mass., was jointly set aside for 
small business. Good progress also is being made in other Army and Navy 
installations. 

VII. PROGRESS PAYMENTS 


The first progress report of the Cabinet Committee on Small Business recom- 
mended that the President direct departments and agencies engaged in extensive 
procurement to adopt procedures designed to (1) insure that a need by a bid- 
der for progress payments or advance payments will not be treated as a handi- 
cap in awarding a contract, and (2) accelerate the making of progress pay- 
ments to small suppliers when requested. 

On November 16, 1956, the Secretary of Defense issued Department of Defense 
Directive No. 7800.4, which deals with the subject “Defense Contract Financing 
Policy—Small Business Concerns.” The stated purposes of the directive are 
to insure that a need for progress or advance payments by contractors will not 
be treated as a handicap in awarding contracts, and to facilitate and speed up 
the making of progress payments requested by small suppliers under Govern- 
ment contracts. The directive also emphasizes the desirability of providing 
proper contract financing assistance to small-business concerns. 

Similarly, the Administrator of the General Services Administration issued 
Personal Property Management Regulation No. 38 on December 31, 1956. This 
regulation, directed to heads of all Federal agencies, prescribes basic policies 
and procedures governing executive agencies in providing contract financing 
in the form of progress payments. The regulation applies only to fixed-price 
contracts for supplies and nonpersonal services other than contracts for con- 
struction or the engineering and architectural contracts pertinent to construc- 
tion. The regulation states further that to the maximum practicable extent the 
need for progress payments will not be treated as a handicap in awarding con- 
tracts to concerns qualified as responsible suppliers. Prospective contractors 
deemed reliable, competent, and otherwise responsible will not be regarded as 
any less responsible because of the need for progress payments. The regulation 
requires executive agencies to take whatever action is necessary to facilitate and 
speed up payments on contracts when due. 


VIII. SMALL BUSINESS SIZE STANDARDS 


Congress, in the Small Business Act of 1953, stated that to be considered 
small, and therefore eligible for assistance from the Small Business Administra- 
tion, a business concern must be “independently owned and operated and * * * 
not dominant in its field of operation.” The act also authorized the Small 
Business Administration, in making a more detailed definition of small business, 
to use such criteria as number of employees and dollar volume of business. The 
agency uses two different yardsticks in determining whether a firm is small— 
one is employed in determining whether a firm is eligible for assistance in selling 
to the Government, the other in determining whether it qualifies for financial 
and other nonprocurement assistance. 
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A new small business size standard became effective January 1, 1957. It was 
formulated by an interagency task force for procurement purposes and repre- 
sents the unanimous judgment of the 14 Government agencies chiefly concerned 
with procurement procedures and the Small Business Administration. 

Under the new ruling, for purposes of Government procurement, a manufactur- 
ing concern is a small business if (a) it is not dominant in its field of operations 
and, with its affiliates, employs fewer than 500 employees, or (b) it is certified 
as a small business by the Small Business Administration. 

To be classified as a small-business concern, a nonmanufacturing firm bidding 
on Government purchases must meet the same criteria as a manufacturer, plus 
two additional requirements: (1) It must be defined as a regular dealer under 
the Walsh-Healey Public Contracts Act, and (2) in the case of a Government 
purchase reserved for award to small business, or in appropriate cases involving 
equal bids, it must furnish the product of a small manufacturer or producer in 
the performance of the contract. 

When submitting a bid or proposal on a Government procurement, a concern 
which meets the above criteria, and which has not previously been denied small- 
business status by the Small Business Administration, may represent in the 
appropriate place on the bidding form that it is a small firm. The concern will 
then be deemed to be a small firm for the purpose of the specific Government 
purchase, unless another bidder protests to the contracting officer and the Small 
Business Administration about the firm’s size status, or the contracting officer 
himself questions its representation. If the firm’s representation that it is a 
small business is challenged, it may then apply to the nearest Small Business 
Administration office for a certificate that it qualifies as a small firm. If 
granted, this small-business certificate is conclusive. 

If a firm is in doubt as to whether it meets the small-business criteria, it 
may apply to the nearest Small Business Administration office for a small- 
business certificate. 

This definition differs from the old less-than-500-employees standard in the 
following respects : 

1. The factor of dominance in an industry is added. Under the new definition 
firms having more than 500 employees in some industries may be determined to 
be small business if they are nondominant in the industry. Conversely, a firm 
and its affiliates having fewer than 500 employees may be considered large if 
they are dominant in the field. 

2. A nonmanufacturing firm must itself be classed as a small-business con- 
cern, and also must furnish the product of a small-business manufacturer or pro- 
ducer in the performance of the Government contract. 

3. The number of employees formerly was the total number of the firm and 
its affiliates at the time of submission of the bid. Under the new definition, 
number of employees means the quarterly employment of the concern in question 
and its affiliates based (1) on the average number of employees reported for 
the preceding 4 quarters to the United States Treasury Department under the 
old-age and survivors insurance program; or (2) the number of employees as of 
the most recent quarterly report, whichever more correctly reflects the size of 
the concern in question. 

It is believed that the new definition will be more equitable to small-business 
firms and will provide the flexibility necessary to handle inequities on an 
individual basis. 

Insofar as the definition for business loans and purposes other than Govern 
ment procurement are concerned, the Small Business Administration will con- 
tinue to use the definition of small business adopted by it on June 10, 1954. 
This definition provides: 

Manufacturing concerns.—Any manufacturing concern is classified as small 
if it has 250 or fewer employees, including employees of affiliates; as large if it 
employs more than 1,000 persons. A manufacturing firm which has more than 
250 but not more than 1,000 employees may be classified as either small or large, 
depending upon the size standard which the Small Business Administration has 
developed for its particular industry. 

Nonmanufacturing concerns—Any wholesale concern is considered small if 
its annual dollar volume of sales is $5 million or less; any retail or service trades 
concern as small if its annual Sales or receipts are $1 million or less. (The regu- 
ation also provides certain exceptions.) The dividing line between large and 
small for other industries for purposes other than Government procurement: 

Construction: Average annual receipts of $5 million or less for the pre- 
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Trucking and warehousing: Annual receipts of $2 million or less with 
exceptions based on economie data in individual instances ; 
Taxicabs : Annual receipts of $1 million or less. 


IX. SMALL BUSINESS ADMINISTRATION LIAISON OFFICER WITH DEPARTMENT OF 
DEFENSE 


A Small Business Administration liaison officer is assigned to the Department 
of Defense to help achieve greater coordination of the two agencies’ small busi- 
ness programs. The SBA representative participates in conferences and in the 
preparation of directives relating to small business policies of the Defense 
Department and the three military services. Defense officials have given this 
liaison officer excellent cooperation and his participation at the Defense De- 
partment’s policy level has resulted in a number of changes beneficial to small 
business. This SBA representative participates with the policy level officials 
of the Departmentof Defense by reviewing proposed policies, instructions, pro- 
cedures and implementations that affect small business and makes recommenda- 
tions with respect to such proposals. 


X. THE CABINET COMMITTEE ON SMALL BUSINESS 


During the past year, in addition to the activities of SBA program operations, 
there has been a coordinated effort among all Government agencies and depart- 
ments to render specific assistance to small business. A direct result of the 
administration’s small business programs has been the establishment by the 
President of a Cabinet Committee on Small Business. SBA activities and pro 
grams have pinpointed small business problems and have served as a corollary 
to efforts of small-business men who have in this connection, as expressed by 
the annual report of the Select Committee on Small Business of the United States 
Senate, “* * * succeeded in placing their problems on the steps of the White 
House itself.” 

The purpose of the Cabinet Committee on Small Business is that of directing 
the development and strengthening of Government programs and policies to 
provide such enterprise with additional constructive assistance. 

The Administrator of the Small Business Administration was named a mem- 
ber of the Cabinet Commitee on Small Business, and the committee actions 
reflect the problems and requirements of small business as experienced by the 
SBA in administering the Small Business Act of 1953. 

The committee has issued a progress report which sets forth recommendations 
that are intended to give further constructive steps to aid small business. The 
recommendations encompass financial assistance; tax benefits ; technical services 
and advice; help in obtaining procurement contracts; discontinuance of Govy- 
ernment owned and operated commercial, industrial type facilities; and the 
preservation of competition. 

One of the recommendations of this committee, in its progress report submitted 
to the President in August 1956, was that “the President arrange for a com- 
prehensive review of procurement policies and procedures of all departments 
and agencies, including the legislation pertaining thereto, with a view to fa- 
cilitating and extending the participation of small businesses in work on Gov- 
ernment contracts.” 

The responsibility for carrying out this recommendation was assigned to the 
General Services Administration. This agency has established a task force 
composed of representatives of the principal procurement agencies, including 
the Department of Defense, Atomic Energy Commission, Veterans’ Administra- 
tion, Post Office Department, Department of the Interior, Department of Agri- 
culture, Department of Commerce, and the General Services Administration. 
Other procurement agencies also are consulted. A representative of the Gen- 
eral Services Administration is chairman of this task force. 

The task force defines problem areas, to plan corrective action. 

The Small Business Administration, the Bureau of the Budget, and the Gen- 
eral Accounting Office participate in this program as members of the Special 
Advisory Group. 

At the invitation of the General Services Administration, the Small Business 
Administration has also assigned a full-time representative to work with the 
GSA and the task force in order that SBA procurement assistance programs 
and related policies, plans, and requirements would be appropriately reflected 
in task force activities and related recommendations. In addition, SBA staff 
members serve on subcommittees of the task force, one serving as chairman of 
the Program Study Group No. 2, Set-Aside Procedures; another as a member of 
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Group No. 5, Implementation of the New Definition of Small Business; one with 
Group No. 6, Small Business Participation in Government-Sponsored Research 
and Development Programs, and another subcommittee concerned with drafting 
proposed legislation. 

With respect to the work of this task force, the Small Business Administration 
has recommended a standardized procurement policy and implementing instruc- 
tions for the establishment of the Small Business Set-Aside Program in all 
Government procurement agencies. The Small Business Administration has 
also made available its vast background of experience, in connection with the 
work of the task force in eliminating inequities, inconsistencies, and complexi- 
ties from Government procurement, by having its field offices prepare factual 
information on cases which illustrate the difficulties of small firms in selling 
to the Government. These cases, in turn, are submitted to the task force. As 
of the end of December, the agency had submitted 73 specific cases covering 
such areas of Government procurement as (1) need for specifications and stand- 
ards, (2) standardization of items, (3) specifying a brand name or equal, (4) 
inadequate or inaccurate prints, (5) inspection or testing of the product, (6) 
delay in payment and (7) delay in settlement of claims. 


EXHIBIT A 


Procurement and technical assistance activities 


[For the period Aug. 1 1953, through December 1956 unless otherwise indicated] 





Aug. 1, 1953- July 1-Dec. | July 1-Dee Percent or 
Dec. 25, 1956 25, 1955 25, 1956 increase 
Procurements set aside for small business___-_--- 16, 409 2,171 4,789 120 
DN iin ia iniinn Salis $1, 458, 067,829 | $192,813, 867 | $345, 274, 449 79 
Set-asides awarded ‘ 2 2,028 3, 425 69 
Value... : a $157, 743,050 | $217, 650, 033 38 
Prime contract referrals_- eatin 50, 027 29, 967 (6) 
Contracts resulting from referrals 7, 502 2, 036 (5) 
Value- a 4 $579, 491,000 | $151, 900, 000 (5) 
Contacts to develop subcontract opportunities 10, 907 1, 432 2, 357 65 
Subcontract referrals____- eyanees ee 26, 827 1, 702 3, 387 99 
Cases of procurement assistance counseling and | 
representation to procurement agencies in 
behalf of small firms F 7 72, 198 10, 380 15, 386 48 
Firms assisted to bid on specific procurements 16, 757 2, 776 5, 145 85 
Additional sources of supply furnished for 
bidders lists on which small-business competi- 
tion was needed_- ane eee Pee 715, 857 2 077 3, 960 91 
Certificates of competency: 
Applications received___._- pa ae 525 61 86 29 
Value $95, 774, 505 $12, 079, 818 $12, 643, 373 5 
Plants visited in connection with progress 
of certified contracts 3, 101 334 403 | 20 
Number of COC’s issued___- 254 30 41 37 
Value.__- $30, 701, 997 $2, 477, 339 $3, 288, 475 32 
Engineering surveys (loans, certificates, pre- | ] 
award, etc.) : 4,718 867 1, 185 36 
Cases in which production and management 
assistance, including material and equipment 
assistance, was given om 26, 368 4, 308 2, 293 (8) 
Publications distributed 
Management aids . 1, 144, 525 154, 930 





Technical aids_. ; 6, 200 54, 925 
Small marketers aids 61, 265 105, 560 
Small-business management series 
Sales as 28, 095 35, 420 | 26 
Free distribution 1, 458 2,311 58 
Management Aids Annual No. 1: Sales_- , 4, 305 2, 238 
Management Aids Annual No. 2: Sales 3, 3, 769 
Technical Aids Annual No. 1: Sales 4, 4,417 
Purchasing Directory: Sales 42,612 2, 5H5 3, 960 54 
Specifications Directory: Sales 12, 431 | 252 1, YR9 680 
Requests for products assistance handled 13, 581 3, 132 4, 881 56 
Inventions listed in products list circular 1, 329 § 327 459 ») 
Requests received for information and data on 
inventions listed in the circular 40 3, 265 331 1, 371 (%) 


1 These awards resulted in 18,378 contracts to small firms. 
- These awards resulted in 3,705 contracts to small firms. 
§ These awards resulted in 5,247 contracts to small firms 
4 Covers only period July 1, 1954 through June 1956 
5 Statistics discontinued. 
6 Higher priority programs have caused a decrease in the staff time available for this activity. 
7 Covers period beginning July 1, 1954. 
§ Covers 4 months (September-December 1955). 
*§ Not comparable. 
10 Covers period Dec. 1, 1955 through Dec, 25, 1956. 
11 Covers only 1 month (December 1955). 
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EXHIBIT B 








e wi . s : > ; ea 
a Joint set-asides—Comparison of 6-month periods from July 19538 through 
eae December 1956 
‘arting 
ration | July January July January July January July 
struc- through through | through | through through through through 
all | December | June 1954 | December | June 1955 | December | June 1956 | December 
in he | 19534 1954 1955 1956 
n has cs ; saa seat ah senda nastics dipatapapitvelelasn 
th the or 
h Initiated by 

iplexi- SBA: 
actual Number... 733 1, 279 1, 532 2, 498 2, 276 4, 131 4. 392 
selling Amount $179, 680, 926 $192, 953, 518 330' $250, 381, 619'$213, 619, 404/$352, 462, 912/$381, 196, 806 

= Agreed to 
e. As Number... 562 1, 105 1, 483 2, 441 2,171 3, 904 4, 789 
vering Amount $129, 326, 007\$118, 274, 535 $172, 566, 059 $214, 044, 530/$192, 813, 867) $304, 864, 565 $345, 274, 449 

> 1 remeut | | 

stand- a. 

1, (4) Number 256 730 854 1, 809 2, 028 2, 722 3, 425 
t, (6) Amount $80, 605, 419 $90, 305, 917) $71, 120, 245 $122, 656, 485 $157, 743, 050! $187, 067, 429 $217, 650, 033 
1 Includes 1 month of operation under the Small Defense Plants Administration. 

EXHIBIT C 
bai Small Business Administration: Awards under joint set-aside program, by 


shane States, cumulative through Dec. 25, 1956 


crease ~ — enna - ee a 








State Number of | Amount of State Number of | Amount of 
120 contracts awards contracts awards 
79 = , ‘ seiccdinchinlisicigeiibilihl laine 
69 
38 Total 18, 378 | $857, 926, 903 Nebraska 62 $3, 015, 610 
) —_—_—— Nevada 
Alabama 120 5, 175 Hew Hampshire 70 5, 074, 623 
Arizona 8 , O19 New Jersey 1, 263 75, 418, 400 
65 Arkansa 74 5, 715, 139 New Mexico. : 12 289, 878 
99 Californi 2, 419 88, , 907 New York 3, 839 | 201, 342, 080 
Colorado 129 2 , 215 North Carolina - 147 6, 274, 103 
Connecticut 206 17, 212 North Dakota : s . 
48 Delaware 53 3, , O70 Ohio 915 39, 214, 037 
85 District of Columbia 245 ll, , 166 Oklahoma 121 4,318, 106 
Florida 130 4, 535, 012 Oregon 113 2, 988, 466 
Georgia 293 10, , 593 Pennsylvania 1, 339 66, 284, 183 
91 Idaho 47 l, , 304 Rhode Island gh 4, 596, 015 
Illinois 1, 110 47 , 842 South Carolina 40 
29 Indiana 224 17, 523, 904 South Dakota 6 
; lowa 103 9, 552 ‘Tennessee 166 
Kansas 100 6, 381 Texas 411 
20 Kentucky 74 2, 552, 473 Utah ‘ SY 
37 Louisiana 142 4, 099, 493 Vermont 14 
32 Maine 58 3, 484, 761 Virginia 282 
Mary land 590 21, 404, 548 Washington 223 
36 Massachusetts 913 41, 634, 554 West Virginia 40) 
Michigan M49 19, 832, 776 Wisconsin 357 
Minnesota 230 10, 627, 971 W yoming : 13 
(8) Mississippi 4() 3, 147, 145 Puerto Rico aie 7 415, 344 
Missouri 395 21, 478, 175 Undistributed 2 120, 413 
7 Montana 19 $11, 857 
TRS 
72 T ~ ? Se ae 
26 
58 
54 
680 
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ExuIBIT D 





BUSINESS ACT 


Procurement installations where joint set-asides for small business were made 
during the first half of fiscal year 1957 


ARMY 
Redstone Arsenal 
San Francisco District Engineers__ 
Rocky Mountain Arsenal_______________- ae 
Office of The Quartermaster General 
Chicago Chemical Procurement District___- 3 
Chicago Procurement Office, Corps of Engineers__- 
Headquarters, Military Subsistence Supply 

Agency. 

The Army Signal Supply Agency__- 

Decatur Signal Corps 

Central Procurement Office, Fort Sheridan 

Joliet Arsenal ees 

Ordnance Ammunition Command 

Ordnance Weapons Command 

Rock Island Arsenal 

Savanna Ordnance Depot 

Fort Polk 

Aberdeen Proving Ground 

Fort Holabird 

Le, | 

Army Chemical Center 

Fort Detrick. ; 

Fort George G. Meade__. 

Quartermaster Research 
mand. 

Springfield Armory 

Watertown Arsenal. 2 

Ordnance Tank Automotive Command 

Army Transportation Corps 

Picatinny Arsenal. 

Raritan Arsenal nae 

Military Subsistence Supply Agency 

New York Chemical Procurement District 


and Development Com- 


New York District Engineers 
Fort Bragg i 


Fort Sill 

Quartermaster Purchasing 
General Depot. 

The Army Signal Supply Agency 

Military Clothing and Textile Supply Agency 

Fort Jackson 

Fort Hood 

Camp Wolters 

Fort Sam Houston 

Tooele Ordnance Depot 

Fort Monroe 

Fort Eustis ; 

Hampton Roads, Army Terminal 

Fort Lee ; j 

Contract Procurement Office, Camp McCoy 


Agency, Columbus 


NAVY 


Navy Purchasing Office 

Yards and Docks Supply Office 
Navy Purchasing Office 

Bureau of Aeronautics___-_- 
Bureau of Ordnance_____--_~_- 
Bureau of Ships___--~- 
Headquarters, U. S. Marine Corps 
Naval Gun Factory, Supply Office 
Navy Purchasing Office_______- 


Huntsville, Ala. 
San Francisco, Calif. 
Denver, Colo. 
Washington, D. C. 
Chicago, Ill. 

Do. 

Do. 


Do. 
Decatur, Ill. 
Highwood, Ill. 
Joliet, Tl. 

Do. 

Rock Island, Ill. 

Do. 
Savanna, Ill 
Leesville, La. 
Aberdeen, Md. 
Baltimore, Md 
Cascade, Md. 
Edgewood, Md. 
Frederick, Md. 
Odenton, Md. 
Natick, Mass. 


Springfield, Mass. 


Watertown, Mass. 
Detroit, Mich 
St. Louis, Mo. 


Dover, N. J. 
Metuchen, N. J. 
Brooklyn, N. Y. 
York, N. Y. 
Do 
Fayetteville, N. C. 
Lawton, Okla. 
Columbus, Ohio. 


New 


Philadelphia, Pa. 
Do. 
Columbia, S. C. 
Killeen, Tex. 
Mineral Wells, Tex. 
San Antonio, Tex. 
Tooele, Utah. 
Hampton, Va. 
Lee Hall, Va. 
Norfolk, Va 
Petersburg, Va. 
Camp McCoy, Wis. 


Los Angeles, Calif. 
Port Hueneme, Calif. 
San Francisco, Calif. 
Washington, D.C. 

Do. 

Do. 

Do. 

Do. 
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Procurement installations where joint set-asides for small business were made 
during the first half of fiscal year 1957—Continued 
re made 


NAVY 
U. S. Naval Air Station Jacksonville, Fla. 
Pensacola Naval Air Station Pensacola, Fla. 
Marine Corps Supply Center_____.___......_..... Albany, Ga. 
Naval Ordnance Plant : Macon, Ga. 
Electronic Supply Office Great Lakes, Ill. 
Naval Supply Depot__ Do. 
Naval Academy a Annapolis, Md. 
Naval Shipyard Portsmouth, N. H. 
Navy Purchasing Office ; Brooklyn, N. Y. 
Ships Parts Control Center Mechanicsburg, Pa. 
Aviation Supply Office Philadelphia, Pa. 
General Stores Supply Office Do. 
U.S. Naval Air Station Memphis, Tenn. 
U.S. Naval Air Station Dallas, Tex. 
Navy Supply Center _-_- Norfolk, Va. 


AIR FORCHI 


Gadsden Air Force Depot Gadsden, Ala. 

Brookley Air Force Base _. Mobile Air Materiel Area, 
Mobile, Ala. 

Blytheville Air Force Base Blytheville, Ark. 

Little Rock Air Force Base Little Rock, Ark. 

Warner Robins Air Materiel Area Robins Air Force Base, Ga. 

Chanute Air Force Base Chanute, Ill. 

Topeka Air Force Depot Topeka Air Force Station, 
Kans. 

England Air Force Base Alexandria, La. 

Lake Charles Air Force Base Lake Charles, La. 

Rome Air Force Depot Griffiss Air Force Base, Rome, 
N.S 

Air Materiel Command = Wright Patterson Air Force 
Base, Ohio 

Dayton Air Force Depot Gentile Air Force Station, 
Davton, Ohio 

Shelby Air Force Depot Wilkins Air Force Station, 
Shelby, Ohio 

Altus Air Force Base Altus, Okla. 

Clinton Sherman Air Force Base Clinton, Okla 

Vance Air Force Base Enid, Okla. 

Oklahoma City Air Materiel Area Oklahoma City, Okla. 

Middletown Air Materiel Area Middletown, Pa. 

Memphis Air Force Depot Mallory Air Force Station, 
Memphis, Tenn. 

Abilene Air Force Base Abilene, Tex. 

Amarillo Air Force Base Amarillo, Tex, 

Bergstrom Air Force Base Austin, Tex. 

Webb Air Force Base Big Spring, Tex. 

Bryan Air Force Base Bryan, Tex. 

Carswell Air Force Base kort Worth, Tex. 

Hensley Field Grand Prairie, Tex. 

Ellington Air Force Base Houston, Tex. 

San Antonio Air Materiel Area Kelly Air Force Base, Tex. 


Reese Air Force Base " Lubbock, Tex. 
Lackland Air Force Base ; = .__--. San Antonio, Tex. 
Perrin Air Force Base ; ‘ Sherman, Tex. 
Sheppard Air Force Base : ; Wichita Falls, Tex. 
Langley Air Force Base ra ll a 
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Procurement installations where joint set-asides for small business were made 
during the first half of fiscal year 1957—Continued 


JOINT AGENCIES 


Armed Services Petroleum Purchasing Agency___ Washington, D. C. 
Armed Services Medical Procurement Agency___. Brooklyn, N. Y. 


FEDERAL CIVILIAN AGENCIES 


Department of Agriculture field offices_._._._cc-.--. Washington, D. C.; Denver, 
Colo.; Chicago, Ill.; New 
Orleans, La.; Minneapolis, 
Minn.; Milwaukee, Wis. 

Department of Commerce_______--_ yas Washington, D. C. 

National Bureau of Standards__- . Washington, D. C. 
Civil Aeronautics Administration field offices... Washington, D. C.; Kansas 

City, Mo.; New York, N. Y.; 
Oklahoma City, Okla. ; Fort 
Worth, Tex. 

Coast and Geodetic survey__ Washington, D. C. 

Maritime Administration field offices ‘ Washington, D. C.; San Fran 
cisco, Calif.; New York, 
N. Y.; Norfolk, Va. 

Department of the Interior field offices Washington, D. C.; Denver, 
Colo.; Muskogee, Okla.; 
Amarillo, Tex. 

General Services Administration field offices Washington, D. C.; San Fran- 
cisco, Calif. ; Denver, Colo. : 
Atlanta, Ga.; Chicago, IIl.: 
Boston, Mass. : Kansas 
City, Mo.; New York, 
N.. X.%. Fort. Worth, Tex. 
Seattle, Wash. 

Veterans’ Administration Supply Depot Washington, D. C.; Hines, Il. 


EXHIBIT E 


Report of Small Business Administration joint set-aside program, cumulative 
from Aug. 1, 1953, through Dec. 25, 1956 








Procurements screened Set-asides initiated 
Number Amount Number Amount 
Army 18, G6 $3, 445, 105, 654 7, 322 $787, 221, 759 
Navy as 23, 94¢ 7, 139, 911, 48 6, BOE 561, 640, 550 
Air Force 16,826 | 12, 174, 325, 960 2, 20 5 
Armed Services Petroleum Purchasing Agency 14 359, 709, 273 14 
Civilian agencies 1, 903 86, 092, 716 1, 122 
Total 61,649 | 23, 205, 145, 086 17, 27( 
Set-asides agreed to Set-aside procurement 
awards ! 
Number Amount Number A mount 
Army 6, 906 5, 200 $414, 723, 552 
Navy 6, 365 4, 609 323, 419, 
Air Force _- 2, 008 1, 215 89, 623, £ 
Armed Services Petroleum Purchasing Agency 14 ; 1 16, 020, 785 
Civilian agencies_ 1, 116 28, 584, 947 659 14, 139, 713 
Total_- ; 16,409 1, 458, 067, 829 11, 684 857, 926, 903 


1 These awards have resulted in 18,378 contracts to small firms 
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EXHIBIT F 


Certificates of competency: Origin and disposition of applications, Aug. 1, 1953, 
through Dec. 31, 1956 


| 





Agency Applications | Certificates 
received issued 
Toad ble Sissi racidwsastWabsaatiie CHU URE. 525 254 
Army... es lial ca aa rida italiana ialenineel ath eee coil 234 118 
Chemical Corps------ niieet nb dibacbedba shad whe 7 | 3 
Corps of Engineers. -.......-.- . oe ee 7 | 2 
Ordnance Corps - : , dete ta catia 43 23 
Quartermaster Corps : ; apenas : 86 | 23 
Signal Corps a . ; nawda a pith dtehe 85 57 
Transportation Corps. - ious uns bommealdetapis comete madicind 5 | 4 
Headquarters, Fifth Army... ca ee : = an 1 | 1 
OPT Stak fb. kids. de ud : abide Re een tet Tie das dee 69 | 23 
Bureau of Aeronautics 1 | oe 
Aviation Supply Office ; mad 5 | 1 
Electronic Supply Office a4 indeed dicsm 2 | 1 
General Stores Supplies Office 15 7 
Navy Purchasing Office 24 10 
Bureau of Ordnance 6 | 1 
Bureau of Ships. - 2 ; ckidabtind tomar 13 | 6 
Ships Parts Control C enter : isin easel 2 2 
Marine Corps 1 
Air Force ‘4 ; 205 | 100 
Joint agencies ; s nee Kinneedtietaiy 15 7 
Armed Services Medical Procurement Agency ; 12 7 
Armed Services Textile and Apparel Procurement Agency. ” ) he ee ee 
Armed Services Petroleum Purchasing Agency. ‘ acted 1 " 
General Services Administration - - Sekbs dsdencineebdiniivenantieebeat 2 | 1 


Certificates of competency as of Dec. 25, 1956 


Summary of SBA certifications: 





NOR 2O5 GRINS COM iis cbr cddnietiedo same biematin ees 11 
Active certificates with contracts ahead of Or on Schegale.... ......6. scan 53 
Active certificates with contracts behind schedule_____...--___-_----__-_ 30 
Certificates with procurement withdrawn____...-_-.-_----------~-- sili 
Certificates with contract awarded Otheres «1 ssn cn nsec cs sisi ccwuinn 6 
TI a iii ra ccd sadanieh Siig ietataadtiunhatiaanatieane onda 3 
Certificates with contracts termin: nated i sissa Sach ab eetiasiin ai ciataeablecn ae agi Bild aceite 9 
Oartificates with comsracts COMI OteG sc nook cence msnieneeesedecduwe, OD 
Case closed because company became big business________-___--_-_-------- 1 

Total number of certificates issued _..........._.______________- aint SO 


1Contracts awarded to other than the certified firm because of factors involving other 
than production or financial capacity of the certified firm. 


EXHIBIT G 


Typical examples and statements illustrating the effectiveness of the procure- 
ment assistance programs are: 

A small-business firm in Illinois, which had received an Air Force contract after 
issuance of a certificate of competency by this agency, reported that it has given 
orders to small-business firms totaling more than $1 million for work on the 
contract. This resulted from a request by the Small Business Administration 
that the company subcontract and purchase from small firms wherever practicable. 

A participant at the small business opportunity meeting in Kansas City stated: 
“T made more contacts during the 2 days that I attended the clinic than I would 
have been able to make in a whole year if I had to contact each one personally.’ 

A small California manufacturer wrote the following to the SBA regional office 
at Los Angeles: “I would like to take this opportunity to thank you for your 
kind assistance and cooperation rendered me in my recent difficulty with the 
United States Air Force contract. It is refreshing to know that your office stands 
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ready and willing to aid the small-business man in need of advice to help him 
get out from under the entanglements in which he finds himself * * *.” 

The Small Business Administration representative at a military installation 
nominated a small Maine firm for the opportunity to bid on a sole source item on 
which the previous contractor presumably had necessary tooling, drawings, and 
production know-how. The item was so complex as to require a symposium and 
bidders’ conference. Despite these obstacles, the small firm bid on and was 
awarded the contract at a price more than 30 percent lower than the Government 
paid on the previous purchase of the item. Further, it has improved on the 
required delivery time and has produced equipment of exceptionally high quality. 

In another instance a Government purchasing office was considering cancel- 
lation of a contract held by a small business defense production pool. The 
agency’s local office interceded on the pool’s behalf and obtained an extension of 
the delivery date on the contract. Cancellation of the contract would have 
resulted in a loss of approximately $30,000 to the pool members. 

A New York firm writes: “We are pleased to advise that the referenced coun- 
tract which specifies delivery by December 5, 1956, was completed to the Air Force 
on September 11, 1956. We are certain that this information will be of interest 
to your office since this order was awarded to us on the basis of the recommen- 
dation from the Small Business Administration. * * * There is no doubt that 
without your intervention this contract would never have been made available 
to us. However, because of your action the Air Force and the Government have 
profited greatly.” 

The SBA assisted a small-business firm in Wichita, Kans., to obtain a $250,000 
advance payment from the Air Force, and a contract amounting to more than 
$900,000. This award was made at a saving of approximately $81,000 to the 
Government. 

A small manufacturer from Davenport, Iowa, who attended the small-business 
opportunity meeting at Omaha, demonstrated a small drill press devised for 
drilling light sheetmetal without deforming it. A representative of the McDon- 
nell Aircraft Co. stated that his firm had long needed such a tool to repair 
honeycomb structures used in stabilizing aircraft wings, and a contact was 
established which may save the Government considerable money in the cost of 
repairing honeycomb structure. 

As the result of intercession in their behalf by the Washington office of the 
Small Business Administration, a California manufacturer writes: “We wish 
to express our sincere thanks for your kind assistance in helping us to obtain 
the contract with the Army for electric fryers, which we received by wire 
today.” 

The agency’s Denver office referred an Air Force-negotiated procurement to 
a small electronics firm which had requested aid in obtaining Government 
business. With further advice from the Denver staff, the firm prepared its 
proposal and was awarded a contract amounting to about $160,000. 

A small Baltimore firm writes: “* * * During the past year we have been 
successful in obtaining orders from the Army Chemical Center amounting to 
approximately $5,200. Orders from the General Services Administration have 
amounted to approximately $1,600. We have on export order which was sched- 
uled to move last month which amounts to $31,000. * * * All of the above 
orders were made possible from information received at your office, and we 
are very grateful for the additional business.” 

A small Minnesota firm, primarily engaged in the development of thermo 
plastic film products, requested assistance in establishing contact with Federal 
agencies interested in thermoplastic film products, specifically balloons, para 
chutes, ete. Through the coordination of the Minneapolis regional office, the 
Washington office, and small-business representatives in purchasing centers, 
the company was provided with the necessary information to enable them to 
make the contacts. The company has subsequently received an award for the 
research and development of mylar balloons and tetroons in the amount of 
$34,984. 

When requesting that a large packaging contract be set aside for small busi- 
ness, the Small Business Administration learned that the specifications were 
so restrictive as to preclude all but two bidders. The agency asked that these 
specifications be changed so as to allow small firms to bid. This was agreed 
to and the large procurement set aside for small business. This action assures 
that a small firm will be awarded a contract for approximately three-quarter 
million dollars on which no small-business firm otherwise could have qualified. 

From a small firm in Philadelphia, Pa. ‘‘* * * Our sincere appreciation 
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for the fine assistance and cooperation which your office has provided to our 
firm. The Small Business Administration was instrumental in our obtaining 
a high volume of Government contracts. <A definite savings to the Government 
has resulted from your efforts and we hope that the functions of SBA will be 
continued as an aid to small business.” 

A small firm in Casper, Wyo., contacted the Small Business Administration 
office in Denver with regard to selling their patented electrical extension cords 
to the Federal Government. Arrangements were made for members of the 
firm to contact numerous Federal installations in the Rocky Mountain area 
considered to be large potential users of their product. As a result, sufficient 
demand was created to justify the Denver regional office of the General Services 
Administration to negotiate a long-term contract with the company for supply 
of their product. General Services Administration reports receipt of requisi- 
tions for this product from Michigan, Louisiana, Wyoming, and Alaska, in addi- 
tion to those from the Denver area. 

The president of a small-business plant in Wichita, Kans., states: ‘“‘We should 
like to report to you on some of the clinics you have been holding, particularly 
in Hutchinson and Kansas City. We received so much information from these 
clinics that we are greatly encouraged. * * * I am pleased to tell you that 
we have received a contract from Vickers for a pilot run of parts that amounts 
to something over $9,000. They have told us that if we can produce them 
properly, we can expect to have a larger quantity each month. * * * I might 
also add that since the meetings, we have had small orders from both Beech 
and Cessna, and are working on those as well.” 

When the Small Business Administration learned that the Oklahoma City 
air materiel area had issued 3 invitations for bid on 3 items, with no response, 
it brought the items to the attention of a small firm in Dallas which could make 
the products. This resulted in the firm being awarded contracts to supply the 
items and being sent to three other bases where several other nice contracts 
were obtained. 

Another letter received by the SBA Los Angeles office states: “Both my 
partner and I wish to thank you for the splendid cooperation that you and your 
office gave to us regarding the Watervliet contract. We feel that without help 
we certainly would have lost the award.” 

The owner of a new shoe company in New Hampshire visited the Small 
Business Administration Boston office to obtain advice in bidding on a Navy 
procurement for men’s dress shoes. Information was given on obtaining bid 
forms and detailed advice presented on bid and negotiation procedure involved 
in a small-business set-aside. As the result of this detailed guidance, the firm 
was successful in obtaining an award amounting to more than $1 million. 

A small Ohio manufacturer writes to the Small Business regional office: 
“The contract resulting from our recent quotation on United States Navy IFB 
600-1757-56 was received on June 30. Total value of this contract No. N600 
$2529 is $32,921. While we do not always acknowledge notices furnished by your 
office, this award certainly proves their value.” 

In order to assist the physically handicapped to obtain employment, an SBA 
regional office in California, in cooperation with the Governor’s Committee for 
the Employment of the Handicapped of the State of California, brought material 
urging employment of physically handicapped personnel to the attention of 1,000 
manufacturers registered with the office. 

The following letter from a small Georgia firm was received by the Small 
Business Administration Atlanta office: “We would like to express our appre- 
ciation to you and your staff for helping us secure three Signal Corps contracts.” 

A Small Business Administration representative learned that the bid of a 
small Ohio manufacturer was being considered nonresponsive because the firm 
had failed to indicate that it would furnish a qualified engine on a contract for 
gasoline-engine-driven compressors. The Small Business Administration 
promptly notified the firm that it was about to lose the award through this over- 
sight and advised the firm to notify the contracting officer immediately if a quali- 
fied engine would be furnished. This was done and the firm received the con- 
tract for an amount of over one-half million dollars. 

Another California firm states to the Small Business Administration staff at 
the Los Angeles regional office: “We wish to take this opportunity to express our 
thanks to you for your interest and quick assistance given us in obtaining this 
contract.” 

A small firm in Memphis, Tenn., writes: “We wish to thank you for the interest 
your office has taken in the set-aside of the Millington Naval Base contract for 
small business * * *” 
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A small boatyard on Cape Cod, which was operating under a Navy contract, 
had been forced to shut down for over a year pending engineering changes in 
the construction of boats. When the Navy Department refused to compensate 
the boatyard properly for the additional cost of the changes, the Small Business 
Administration interceded in behalf of the firm and the Navy Department agreed 
to review the claim. A settlement was made for the changes which were accept- 
able and which will permit the small firm to complete the contract profitably. 

From a successful bidder in Missouri: “* * * Thank you for the splendid 
cooperation and assistance that the Small Business Administration has given us. 
Through your efforts in notifying us of Government proposals opened to small 
business, we were successful in obtaining two of these contracts.” 

A small furniture manufacturer in West Virginia was the only bidder on an 
invitation to bid for dressers, The contracting officer indicated that this company 
was to be denied the award. Investigation and followthrough by the Small 
Business Administration resulted in the award of this contract to the small 
business and also allowed the manufacturer to make delivery of these dressers 
by his own trucking facilities without the necessity of expensive and unnecessary 
crating. This resulted in a substantial saving to the Government. 


ExnHIsit H 


Typical examples of the types of problems with which production assistance 
was given are: 

A small firm in South Carolina sought advice on the machinery, equipment, 
and plant layout required to produce liquid petroleum gas tanks of varied sizes. 
A Small Business Administration production specialist suggested that the com- 
pany begin operations by purchasing dome and side sheets which already had 
been formed and rolled, leaving only inspection of incoming material, welding, 
finish inspection, painting, and shipping to be done. The specialist also suggested 
that later, as a first step in expanding operations, the company might purchase 
rolling equipment and power shears for rolling side sheets. If further expan- 
sion were warranted, he suggested that the next step might be the addition of 
equipment for hot or cold rolling the tank domes. A suggested plant layout 
also was furnished, showing location of various pieces of equipment, providing 
for storage and handling of raw steel and finished products, and making allow- 
ances for future expansion. The firm was advised of the requirements for 
certification of their product by the American Society of Mechanical Engineers. 

A Small Business Administration production specialist, visiting a sheet 
metal fabricating plant in Texas, noticed that flat panels were being cleaned, 
degreased, and pointed by manual dipping in tanks, although a conveyor system 
moved the panels after painting. He pointed out that, for relatively little cost, 
the conveyor system could be extended and new tanks designed so that the entire 
operation would be largely automatic. He also recommended spray painting, 
instead of dipping, to reduce costs. The company has adopted the recommenda- 
tions, and estimates that the new installations will pay for themselves in reduced 
costs in less than 18 months. 

Another Small Business Administration specialist, calling on a small business 
in Missouri engaged in a sewing operation, suggested changes in the method 
of loading the cutting tables and in moving work in process into the sewing 
room. As a result of these changes the firm was able to show a profit rather 
than loss on a defense contract which it was then performing. 

In another case, a small metal fabrication shop was low bidder on a large 
contract for the tar kettles but was in danger of losing the award. The owner 
appealed to the Small Business Administration for assistance. The company’s 
bid had been rejected by the contracting officer because he questioned its ability 
to meet the contract requirements. An SBA specialist surveyed the plant and 
found that it actually could not meet the required specifications. When the 
specialist pointed out the reasons for his finding, the small-firm owner was con- 
vinced beyond any question. Instead of regretting loss of the contract, he 
then was very grateful to the Small Business Administration for showing him 
that the contract, if awarded, would have been disastrous to his small company. 

A small California firm which manufactures canvas items had difficulty in 
obtaining Government contracts because of poor management and lack of quality 
control. Under the Small Business Administration’s guidance the firm improved 
its operations and quality control. As a result its Government orders have in- 
creased to the point that the firm now has 4 times as many employees as it 
did 2 years ago. 
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Soon after it opened a new department in the field of light metal stampings, 
a Texas chemical products firm found that it lacked necessary technical knowl- 
edge in many phases of the operation. An SBA representative analyzed the 
firm’s problems and located a professional engineering consultant who agreed to 
work with the firm on a part-time basis. 

The operator of a small welding shop in Minnesota developed a rough design 
of a truck tank for delivery of turkey mash directly from the mill to the 
feeder. However, he was confronted by design and production obstacles. An 
SBA industrial specialist suggested changes in design to simplify production 
and methods for fabricating parts and assemblies to effect cost savings. 

A group of persons who wished to form a company to manufacture railroad 
signal flares called upon the Small Business Administration for assistance. 
Agency representatives aided in obtaining a suitable location for the plant and 
in getting the necessary equipment and supplies. 

A Washington firm developed and patented a high-speed automatic wrapping 
machine to wrap and seal meats, vegetables, and bakery goods with cellophane, 
pliofilm, polyethylene, and similar materials. At the request of the manufacturer 
an SBA production specialist studied the machine and recommended that cer- 
tain refinements be incorporated in the production units. The agency staff 
member suggested also that assembly jigs and fixtures be designed and estimates 
of assembled unit production costs be obtained. The management has now com- 
pleted the production assembly jigs and fixtures and has under production the 
first of its machines. 

A plastic molding and tool and die company in Oregon had been experiencing 
heavy financial losses due to a high percentage of rejected parts produced from 
various dies. After study of the firm’s production techniques, an SBA produc- 
tion specialist recommended that improved temperature control be adhered to 
in the casting cycle of the molding machines and that greater circulation of 
coolants adjacent to the cavities in the die blocks be provided where necessary. 
The firm is now exercising greater production and quality control and operating 
on a profitable basis. 

ExHibitr I 


EXAMPLES OF REQUESTS FOR ASSISTANCE RECEIVED, INDICATING NATURE OF REQUES1 
AND THE TYPE OF ASSISTANCE PROVIDED IN EACH INSTANCE 


A small New York concern which had acquired a large quantity of glass 
photographic negative plates in lien of payment on a bad debt, requested assist- 
ance from the Small Business Administration in providing information which 
would enable it to reclaim the silver bromide and other forms of precions metal 
existing in the photographie emulsion. Many sources had been contacted by 
the small concern to obtain the needed information without satisfactory results. 

The SBA submitted this problem to a number of public and private technical 
information sources, and as a result a photographic emulsion removal process 
was developed. In addition, several emulsion and photographic solutions recla- 
mation firms were contacted to assay value of emulsion sludge, confirming 
profitable salvage value. This technical information was transmitted to the 
small firm, including salvage sources and complete processes for stripping 
reclaimed silver-bearing emulsion and cleaning glass for resale. 

A small Pennsylvania three-man establishment producing a dietary meat 
substitute from wheat flour requested the assistance of the Small Business 
Administration in providing information on salvaging the S80-percent waste in 
the form of wheat starch slurry resulting from this operation. 

Several public and private sources which had developed information on the 
commercial utilization of wheat starch slurry were contacted and the small 
concern was furnished all available technical information on research and 
development concerning this particular subject, including publications regarding 
starch from wheat and other cereal flours, wet milling of cereal grains, making 
starch from wheat flour, batter process for the separation of starch and gluten 
from wheat flours, wheat starch manufacture and details of equipment needed 
and processing methods. 

A small Ohio concern interested in obtaining plans and specifications of various 
types of bomb shelters requested assistance from the Small Business Adminis- 
tration in providing this information. 

Through the cooperation of the Federal Civil Defense Administration informa- 
tion was provided on a TV—5-2 shelter from radio active fallout, shelter designs- 
home type and industrial underground personnel type (30 persons). In addition. 
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information was provided through the cooperation of the Atomic Energy Com- 
mission on the availability of Government patents on structural materials used 
in bomb shelters. The firm also was furnished information on a privately owned 
patented bomb shelter. 

A small New York concern receiving regular issues of the products list cir- 
cular requested information on an invention listed in the circular titled “Drip- 
Proof Cup.” The small company had open productive capacity and was inter- 
ested in manufacuring and marketing this product. The firm was put in touch 
with the owner of this invention who resided in Missouri, and within a week 
the Small Business Administration office in Kansas City reported that the 
inventor had been contacted by the firm and a contract arranged. 

A small producer of insecticides in Indiana, who desired to expand his pro- 
duction activities requested assistance from the Small Business Administration 
in providing technical information on available research developments concern- 
ing commercial utilization of farm wastes. 

This agency solicited both private and public sources for information which 
would be helpful to this small producer and obtained several publications con- 
taining current developments in the utilization of various types of farm waste. 
These were forwarded to the inquiring source, who upon receipt of the infor- 
mation, addressed the following letter to the Small Business Administration: 

“Thank you very much for your letter of July 12 and the various pieces of 
material that you have sent for our information. 

“It is indeed a fine feeling for a small-business man to know that he has a 
division such as yours in the Federal Government working in his behalf. Some- 
times we businessmen have the feeling that the Government is so darn big 
they spend all their time on billion-dollar deals and interoffice communications, 
obviously this is not true in your case 

“Thanks again for your assistance in this matter and we think very possibly 
we will come up with something either from the material you have sent us or 
which you say we shall receive in your publications.” 

A letter was received from a small California firm requesting information 
which would enable it to adjust its formula for producing a mastic or adhesive 
for applying aluminum wall tile to walls and ceilings so that various qualities 
could be manufactured. 

As industry sources for technical information on research and development 
of adhesives are generally of a proprietary and confidential nature, the technical 
information sought was obtained from Government research reports. These 
reports were the result of research contracts performed primarily by industrial 
research laboratories for the United States Government. This information on 
adhesives together with Federal Text Method Specification Standard Publica- 
tion titled “Adhesive: Methods of Testing’ was forwarded to the inquiring 
source. In addition the small firm was furnished patent abstracts of Govern- 
ment owned inventions available for licensing covering the subject of adhesives. 

Another small industrial firm in Iowa requested assistance in obtaining infor- 
mation on the commercial development and utilization of the vast amount of 
ecorncobs available in that State. After searching for a solution to this problem, 
the Small Business Administration was able to furnish the following studies and 
reports to the firm: 

1. Corncobs—Their Composition, Availability, Agriculture and Industrial 
Uses. 


Soft Grits Provide Low-Cost Method for blast Cleaning Metals. 


* 
~ 


3. New Abrasive for Hand Soaps. 

4. More Cob Processing Plants. 

5. Butyl Alcohol. 

6. Saccharification Lignin Concentrates in Phenalies. 

7. The Storage of Corncobs and Other Agricultural Residues for Industrial 


Use. 


Further research revealed that considerable corncob tonnage (400,000 per 
year) was being utilized in the manufacture of furfural, and that a national 
cereal manufacturer located in the State of Iowa afforded a highly potential 
marketing outlet for the small firm. 

A small Maryland firm addressed the following letter to the Small Business 
Administration : 

“We wish to bleach our own shellac but are having difficulty obtaining the 
services of someone who knows how. We now cut shellac ourselves. Could you 
suggest a chemist or the method. Your aid will be appreciated.” 
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Through the cooperation of industrial and governmental sources the small 
firm was assisted bv providing it with sources where the desired information 
would be available. This assistance included publications issued by the United 
States Bureau of Standards, and other publications issued by a national trade 
association. In addition a listing of the names of four manufacturers of bleached 
shellac was furnished. 

ExuIBitT J 


Typical comments regarding Small Business Administration management pub- 
lications are: 

A laundryman in Long Beach, Calif. wrote: “I believe the service your depart- 
ment renders * * * is outstanding, and one of the best methods our Government 
has used to provide factual and educational information to the people who need 
it.” 

A Chicago manufacturer wrote: “The publications made available by you for 
small businesses have been very helpful to us since we are a relatively small 
company and have benefited tremendously by these aids.” 

A Michigan firm’s sales manager wrote: “These publications are used in our 
own business, plus being used as a means of passing along information to our 
dealers.” 

An Ohio bank vice president wrote: “We are very much in favor of your * * * 
Small Business Administration publications. We maintain a complete file for 
reference for our offices and customers.” 

A New York manufacturer said: “We find your small-business aids of great 
help. In our type of small business where it is not possible to employ individuals 
specializing in the various phases of office management and selling, we find your 
suggestions as valuable as a silent partner.” 

A New York management consultant said this of the aids: ‘‘This material is of 
excellent value. * * * It has given us many good ideas, it has taught us many 
things we did not know previously, and it has allowed us to pass on * * * tips 
to * * * manufacturers we represent.” 

Typical examples of problems for which other business counseling assistance 
was given are: 

“We are studying our office equipment and machinery to determine its prac- 
ticality * * * Have you information on current types of office machines and 
their application to various office procedures?’ Information and sources of 
information were supplied. 

“We are a food-processing concern and desire to know where we can obtain 
information concerning the maintenance of high-quality sanitation standards.” 
‘ihe concern was referred to specific trade associations and trade journais. 

*] am interested in organizing and operating a restaurant and would appre 
ciate any information you could forward me.” Sources of information were 
supplied on leasing and buying a location, food preparation, recordkeeping, 
operational methods, and operating ratios for restaurants. 

(one inquirer sought information concerning the reorganization of bis smal! 
company. He was especially interested in the advisability of having as president 
a man primarily interested in research and development. As part of the counsel 
offered, the Small Business Administration suggested that he consult with offi- 
cers of a certain company which already had a technical man as president. 
The businessman followed this recommendation with satisfactory resuits. 

“IT should like information with reference to a small business dealing in air 
compressors and equipment related to skin diving.” Sources of information on 
the manufacture, cost, and merchandising of air compressors and other types 
of skin-diving equipment were supplied. 

“IT plan to open a used-clothing store and would appreciate information con- 
cerning this type of business—store operation, capital investment, taxes and 
licenses, factory rejects, ete.” Information was obtained from a Government 
specialist in the retail clothing field and forwarded to the inquirer. 

Typical comments from businessmen who have completed consponsored admin- 
istrative Management Courses are: 

“T am taking back to the office help that I'll be able to use and apply with an 
understanding I haven’t had in the past.” 

“I think this type course should be recommended to all persons entering into 
husiness—we've learned most of the points mentioned the hard way.” 

“The financing knowledge picked up helped me to secure financing that I 
couldn't have gotten otherwise. This is worth more to me than the cost of the 
entire course.” 
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“This course has helped me decide on making a major change in my business. 
This is due to no specific statement or lecture, but to the general information 
gained from the entire course.” 

“I received more than my money's worth of knowledge and believe that more 
small-business men should be given the opportunity to take such a course.” 

EXHIsit K 


Distribution and sale of publications, July 1, 1956—Mar. 31, 1957 


Fiscal year 1957 





Publication Distributed Printing , Income 
Copies cost to from 
printed SBA sales by 
Free Sold Total GPO 
Management aids 230, 000 259, 945 259, 945 $3, 053 
Technical aids 124, 000 93, 225 93, 225 1,711 
Small marketers aids 193, 900 168, 760 168, 760 1, 853 
Management Aids Annual No. 1 10 4,385 4, 395 
Management Aids Annual No. 2 48 5, 842 5, 890 3, 
Technical Aids Annual No. 1 13, 015 438 5, 310 5, 748 4, 865 5, 
Smali-business management series 60, 068 2, 730 69, 765 72, 495 3, 142 17, 606 
Administrative management courses 
book ? 3, 500 1,814 1,814 
Purchasing directory ___. 25 5, 481 5, 506 2, 740 
Specifications directory 354 4, 223 4, 577 1, 056 
Products list circulan 142,000 | 1 109, 700 109, 700 7, 000 
Cumulative 
Publication Distributed Income 
Copies Printing from 
printed cost to sales by 
Fre Sold by Total SBA GPO 
GPO 
Management aids 2, 102, 300 |1, 970, 7% 1, 970, 790 $27, 242 
Technical aids 699, 425 626, 275 626, 275 11,313 
Small marketers aids 529, 900 $29, 425 $29, 425 OS 
Management Aids Annual No. 1 27, 688 1, 000 21,178 22, 178 2, 519 $14, 415 
Management Aids Annual No. 2 21, 286 52: 15, 305 15, 828 2 60K 8 418 
Technical Aids Annual No. 1 13, 013 438 5, 310 748 4, Sf , 310 
Small-business management series _ - 569, 026 36, 114 451, 565 197, 679 21, 821 111, 374 
Administrative management courses 
book 2 AK) R14 1,814 57 
Purchasing directory 52, 502 , 000 44, 133 19, 133 7, 630 22. 066 
Specifications directory 17, 744 2, 139 14, 665 16, 804 1, 025 3, BE 
Products list circular 285, 500 222, 500 222, 500 13, 446 


1 Approximate 
2 Revised issue 


MANAGEMENT PUBLICATIONS 


MANAGEMENT AIDS ISSUED 


1. How Small Plants Can Sell to the Federal Government 
2. Adequate Production Control] 

3. Reducing Accident Costs in Small Industrial Plants 

4. Business Insurance—I 

5. Reducing Accident Costs Through Safe Working Conditions 
6. Is Your Labor Turnover Cost Too High? 

7. Reducing Accident Costs by Use of Safety Committees 
8. Incentive Techniques in Small Business 

9. How the Small Plant Can Analyze Old and New Markets 
0. Saving Manpower in Industry 

1. Minimizing the Cost of Breaking in New Personnel 


Reducing Accident Costs Through Reports and Records 
Small Plant Health and Medical Programs 
Subcontracting for Small Plants 
3usiness Insurance—II 

Methods Engineering for the Small Plant 


tm go ho 


1 
1 
1 
1 
1 
1 
1 
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How Walsh-Healey Public Contracts Act Affects Government Supply Con- 
tractors 

Changes in Organization Responsibilities as a Plant Grows 

Two Dozen Ideas for Effective Administration 

Reducing Accident Costs Through Safe Work Methods 

Business Insurance—III 

Developing Foremen in Smaller Plants 

Budgeting in the Small Plant 

Improving Shipping Room Operations in Small Plants 

Improving Maintenance Operations in Small Plants 

How Management Consultants Help Small Manufacturers 

Reducing Accident Costs Through Selling Safety to Supervisors and Workers 

Business Insurance—lIV 

Analyzing Your Government Contract 

Xmployee Selection and Placement Methods for Small Plants 

Packaging Pointers for Government Contractors 

How Trade Associations Help Small Manufacturers 

Borrowing Money from Your Bank 

Depreciation, Deterioration, and Obsolescence 

Materials Control for Small Plants 

Sound Pricing Policy in Bidding on Government Contracts 

Ficuring and Using Break-Even Points 

How Advertising Agencies Serve Small Business 

How to Choose Your Banker Wisely 

Pitfalls in Estimating Your Manufacturing Costs 

Hlow the U. 8S. Employment Service Helps Small Business 

Getting Your Product on a Qualified Products List 

Appraise Your Competitive Position To Improve Company Planning 

Hiow to Build Your Sales Volume 

Judging Your Purchasing Efficiency 

How to Analyze Your Own Business 

How Federal Mediation and Conciliation Service Helps Small Business 

Sales Forecasting for Small Business 

Know Your Patenting Procedures 

How Manufacturers’ Agents Help Small Business 

Hiow to Reduce Your Operating Costs 

Loan Sources in the Federal Government 

Small Business Profits from Unpatentable Ideas 

Psychological Testing for Small Business 

How to Set Up Sales Territories 

Streamlining Office Systems in Small Business 

Wage Incentives in Small Business 

Ilow Independent Laboratories Help Small Business 

How Marketing Research Helps Small Manufacturers 

How Field Warehousing Concerns Help Small Business 

Hiow Good Records Aid Income Tax Reporting 

How to Price a New Product 

How Food Brokers Help Small Manufacturers 

Appeal Procedures for Income Tax Cases 

How the Securities Act of 1933 Affects Small Business 

How Industrial Distributors Help Small Manufacturers 

Developing Sound Production Standards 

Using Your Banker’s Advisory Services 

Redesigning Products for Better Marketability 

Record Retention in Small Business 

Office Mechanization for Small Business 

Broadening Your Manufacturing Operations 

Making a Market Survey 

Planning Your Working Capital Requirements 

Protecting Your Records Against Disaster 

Surveying and Controlling Executive Time 

Ixecutive Incentives in Small Business 

How the Post Office Helps Small Business 

Effective Control for Better Management 





. Choosing the Legal Structure for Your Firm 


92432—57—_—-6 
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MANAGEMENT AIDS IN ACTIVE PREPARATION 
81. Utilizing Older Workers in Industry 
TECHNICAL AIDS ISSUED 


1. Proper Alignment of Machine Tools 


2. Sharpening of Drills, Lathe Tools, and Milling Cutters 

3. Care and Maintenance of Belt, Chain, and Gear Drives 

4. Sharpening Certain Metal Cutting Tools Used in Machine Shops 
5. Precision Measurement of Workpieces 

6. Selecting the Right Tool Steel 

7. Machining Aluminum—I 

8. Metallizing 

9. Macnining Plastics—I 

10. Machining Aluminum—II 

11. Machining Plastics—II 

12. Machining, Repairing and Heat Treating Cast Iron Workpieces 
13. Cutting Oils and Coolants 

14. Corrosion in Machinne Shops—Causes and Prevention 

15. Machining Brass and Bronze Workpieces 

16. Machining Magnesium Alloy Workpieces 

17. Taps and Dies 

18. Surface Cleaning Techniques 


19. Care and Maintenance of Grinding Wheels 

20. Maintenance of Power Hand Tools 

21. Surface Finishing Techniques—I 

22. Surface Finishing Techniques—II 

23. Titanium 

24. Surface Finishing Techniques—III 

25. Lengthening Tool Life 

26. How to Select the Right Grinding Wheel 

27. Gaging Tolerances in Machine Shops 

“8. Economics in Lubrication 

29. Inventions: Government-Owned: Government-Licensed and Registered 
License or Sale 

30. Fire Prevention in Small Business 


31. Radioisotopes and Small Business 

32. Essentials of Good Plant Lubrication 

335. Gas Welding of Cast Iron 

34. Handling, Storing, and Dispensing of Lubricants 
55. Care of Hydraulic Systems 

36. Economical Chip Breakers for Machining Steel 


37. Use of Templates and Scale Models 

38. Preventive Maintenance in the Small Plant 

39. Reinforced Plastics 

40. Reducing Costs with Jigs, Fixtures and Gages 

41. How Good Plant Housekeeping Will Increase Production 
42. Principles of Plant Layout for Small Plants 

3. Plastics—Opportunities for Small Business 

44, Recent Developments in the Ferrous Foundry Industry 
{5. Cash Values in Industrial Scrap 

46. Modern Welding Methods 


47. Metal Powder Uses in the Small Plant 


48. The Use of Plastics for Tools, Dies, Jigs, and Fixtures 


TECTINICAL AIDS EIN ACTIVE PREPARATION 


Control of Iixpendable Tools I 
Reduce Waste—Increase Profit 
Control of Expendable Tools—II] 


SMALI MARKETERS AIDS ISSUED 
1. Records Management in Smaller Stores 
2. Kffective Advertising for Small Retailers 
> ' 
) 


Attracting Customers to Your Small Store 
4. Employee Relations for Small Retailers 


for 
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». Basic Stock Control for Small Stores 
6. Building Sound Credit Policies for Small Stores 
7. Why Small Business Owners Need Sound Wills 
8. Providing Management Replacements in Small Business 
9. Competitive Tactics for Small Wholesalers 
10. Diversification for Small Marketers 
11. Sales Training for Small Wholesalers 
12. Turning Customer Complaints into Profits 
13. Sizing Up Small Business Locations 
14. How Distributive Education Helps Small Business 
15. Appraising the Market for the Services You Offer 
16. Improving Personal Selling in Small Business 
17. How the Department of Justice Helps Small Business 
18. Front Office Courtesy Pays 


SMALL MARKETERS AIDS IN ACTIVE PREPARATION 


19. Fundamental Records for Small Marketers 


SMALL BUSINESS MANAGEMENT SERIES ISSUED 


1. An Employee Suggestion System for the Small Plant 
2. One Hundred and Fifty Questions for a Prospective Manufacturer 


3. Human Relations in Small Industry 

4. Improving Materials Handling in Small Plants 

5. Public Accounting Services for Small Manufacturers 
6. Cutting Office Costs in Small Plants 

7. Better Communications in Small Business 

8. Making Your Sales Figures Talk 

9%. Cost Accounting for Small Manufacturers 


10. Design is Your Business 

11. Sales Training for the Smaller Manufacturer 

2. Executive Development in Small Business 

13. The Small Manufacturer and His Specialized Staff 

14. The Foreman in Small Industry 

15. A Handbook of Small Business Finance 

16. Health Maintenance for Greater Efficiency 

17. New Product Introduction for Small Business Owners 

18. Profitable Advertising for Small Industrial Goods Producers 
19. Technology and Your New Products 


SMALL BUSINESS MANAGEMENT SERIES IN ACTIVE PREPARATION 
Ratio Analysis for Small Business Owners 


Small business management series—Listed in order of sales as of Mar. 31, 1957 


No. Title Date published Sales to Mar. Rank 
31, 1957 
9 | Cost Accounting for Small Manufacturers ‘ February 1954 42, 448 1 
6 | Cutting Office Costs in Small Plants do 39, 494 2 
3 | Human Relations in Small Industry May 1953 36, 508 3 
15 A Handbook of Small Business Finance October 1954 33, 050 4 
il Sales Training for the Small Manufacturer April 1954 32, 582 5 
5 | Public Accounting Services for Small Manufacturers September 1953 30, 140 6 
12 | Executive Development in Small Business May 1954 29, 406 7 
8 | Making Your Sales Figures Talk February 1954 27, 260 8 
4 | Improving Materials Handling in Small Plants July 1953 26, 257 
] An Employee Suggestion System for the Small Plant September 1952 25, 691 10 
2 | 150 Questions for a Prospective Manufacturer April 1953 21, 408 11 
7 Better Communications in Small Business February 1954 20, 418 12 
14 The Foreman in Small Industry June 1954 19, 481 13 
10 Design Is Your Business March 1954 18, 292 14 
13 The Small Manufacturer and His Specialized Staff June 1954 17, 442 15 
17 New Product Introduction for Small Business Owners December 1955 15, 004 16 
19 Technology and Your New Products November 13, 1956 Y, 214 7 
16 Health Maintenance for Greater Efficiency December 1954 7, 965 18 


18 Profitable Advertising for Small Industrial Goods Pro- 
ducers September 17, 1956 





78 SMALL BUSINESS ACT 


ADDENDUM—PROGRAMS OF PROCUREMENT AND TECHNICAL ASSISTANCE TO SMALI 
BUSINESS, MARCH 1957—AprRIL 1957 


EXxHrIeit A 


Procurement and technical assistance activities 


{For the period Aug. 1, 1953, through March 1957 unless otherwise indicated] 






























Aug. 1, 1953, July 1, 19 July i, 195 
to Mar. 25, to Mar. 25, to Mar. 25 
1957 1956 1957 
Procurements set-aside for small business 19, 123 3, 653 7, 50 
Value $1, 619, 593, 650 | $299, 560, 922 $500}, 800, 27 
Set-asides awarded 14, 157 2 2, 947 SUN 
Value $993, 815,048 | $219, 207, 150 $353, 538, 178 
Prime contract referrals 383, 441 67, 609 442,45 
Contracts resulting from referrals- 7, 502 2, 960 
Value_. 5 $579, 491,000 | $212, 690, 000 
Contacts to develop subcontract opportuniti 12, OSE 2, 383 3, Ate 
Subcontract referrals 28, 448 2, 517 ), OOS 
Cases of procurement assistance consuling and representa- 
tion to procurement agencies in behalf of all firms. 7 80, 75 16, 280 23, 94 
Firms assisted to bid on specific procurements 18,2 4 389 > 50K 
Additional sources of supply furnished for bidders lists on 
which small-business competition was needed 17, 10. 3, 570 a») 
Certificates of competency 
Applications received 596 117 ; 
Value $108, 841, 421 $20, 664, 009 $25, 710, 280 
Plants visited in connection with progress of certified 
contracts 295 502 907 
Number of certificates of competency issued 274 55 
Value $33, 311, 834 $8, 105, 619 $5, 808, 311 
Engineering surveys (loans, certificates, preaward, etc 5, 473 1, 329 1, 94 
Cases in which production and management as nce 
including material and equipment a ( ‘ 27, 819 6, 299 3,474 
Publications distributed 
Management Aids 1, 970, 790 2, § 259, 04 
Technical Aids 626, 275 23, 675 M3, 225 
Small Marketers Aids $29, 425 70, 795 HS, 760 
Small Business Management Series 
Sales 401, 5t 54, 282 
Free Distribution 36, 114 1, 892 7 
Management Aids Annual No. 1: Sales 21,178 5, 930 +, 38 
Management Aids Annual No. 2: Sales 15, 305 R4e 
Technical Aids Annual No. 1: Sales 5, 310 7) 
Purchasing Directory: Sales 44,133 11, 535 is 
Specifications Directory: Sales 14, 665 l 4, 22 
Requests for products assistance handled 6, 354 { 
Inventions listed in products list circular 665 x 
Requests received for information and data on inventi 
listed in the circular 4,847 R39 ) 
These awards resulted in 22,115 contracts to small firms. 
These awards resulted in 5,236 contracts to small firn 
These awards resulted in 8,984 contracts to small firms 
4 Higher priority programs have caused a decrease in the staff time available for th activity 
5 Covers only period July 1, 1954, through June 195 
6 Statistics discontinued. 
7 Covers period beginning July 1, 1954 
§ Feb. 25, 1957, figure. 
Covers 7 months (September 1955-March 195¢ 
Covers Dec. 1, 1955 (initial recording date and beginning of system), through March 1957 


Covers 4 months (December 1955-March 195 
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EXxuHIsIT B 


Joint set-asides—Comparison of 9-month periods from July 1953 through 
March 1957 


Initiated by SBA 
Number 
Amount 

Agreed to 
Number......- 
Amount 

Procurements awarded: 
Number... 
Amount_. 


Includes 1 month of operation under 


July 1953 
through 
March 1954 ! 

$296, 977, 675 | 
.| $189, 643, 


$108, 570, 403 


the 


1, 285 | 


| 
999 


645 
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EXHIBIT C 


July 1954 
through 
March 1955 | 


| 


2, 643 


$316, 531, 683 | 


2, 562 | 


| $270, 908, 193 


1, 456 


$112, 297, 369 





July 1955 July 1956 
through through 
March 1956 | March 1957 
+ -—|— bbs 

7, 651 


3, 931 
$353, 243,759 | $550, 999, 989 
7, 503 


i 
3, 653 | 
| $506, 800, 270 


$299, 560, 922 
| 
2, 947 | 5, 898 

$219, 207,150 | $353, 538, 178 


Small Defense Plants Administration. 


Awards under joint set-aside program, by States, cumulative through Feb. 25, 
1957 


State Number of 

contracts 

rota 20, 929 
Alabama 130 
Arizona v 
Arkansas 87 
California 2, 686 
Coloroad¢ 185 
Connecticut 347 
Delaware ‘ iS 
District of Columbia 308 
Florid : 146 
(reorgia 320) 
idaho 4 33 
Lilinoi 1, 247 
Indiana a 251 
lowa ‘ 118 
Kansas 115 
Kentucky 85 
Louisiana 168 
Maine 61 
Maryland 740 
Massachusett 1, 003 
Michigar 1, 025 
Minnesota... 261 
Mississippi 43 
M issour 45 


Montana a 21 


Amount of 
awards 


$949, 475, 918 


5, 989, 
62 

6, 225, 
97, 467, 
140, 
853, 
758, 
025, 071 
908, 700 
352, 526 
206, 663 
, 958, 512 


O83 
180 
135 
721 
852 
447 
564 





3, 586, 
24, 835, 334 
434,171 


954 


State 


Nebraska 
Nevada 


New Hamsphire 


New Jersey 
New Mexico-. 
New York 
North Carolina 
North Dakota 
Ohio 
Oklahoma 
Oregon 
Pennsylvania 
Rhode Island 
South Carolina 
South Dakota 
Tennessee 
Texas 

Utah 
Vermont 
Virginia 
Washington 
West Virginia 
Wisconsin 

W yoming 
Puerto Rico 
Undistributed 


Amount of 
awards 


Number of 
contracts 





67 $3, 046, 736 

82 | 6,905,744 
1,386 | 79, 734, 648 
19 354, 528 
4,318 | 221, 243, 603 
187 8, 142, 165 
1, 022 , B84 
143 9, 213 
135 , 660 

1, 547 , o83 
104 , 468 
51 , 904 

12 , 449 
185 , 021 
501 < , 263 
121 2, 754, 851 
14 252, 689 
342 12, 792, 141 
278 12, 402, 832 
44 5, 649, 983 
430 15, 407, 830 
17 | 309, 926 

7 | 415, 344 

5 172, 467 
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Exuisit D 


Procurement installations where joint set-asides for small business were made 
during the first nine months of fiscal year 1957 


ARMY 

Redstone Arsenal_________-_-__- i aticieel Huntsville, Ala. 
San Francisco District Engineers_______- _._. San Francisco, Calif. 
Rocky Mountain Arsenal___-____- _.. Denver, Colo. 
Office of the Quartermaster General_. __. Washington, D. C. 
Chicago Chemical Porcurement District— ‘ _. Chicago, ITl. 
Chicago Procurement Office, Corps of Engineers Do. 
Headquarters, Military Subsistence Supply Do 

Agency. Do. 
The Army Signal Supply Agency____---___-___-_- Do. 
Decatur Signal Corps_____________~_ Decatur, II 
Central Procurement Office, Fort Sheridan_ Highwood, IIL. 
ar ern as ee _. Joliet, Tl. 
Ordnance Ammunition Command_________~_- = Do. 
Ordnance Weapons Command__-_ Rock Island, Ill. 
Rock Island Arsenal_____________- albicans = Do. 


Savanna Ordnance Depot—_ 
a 
Aberdeen Proving Ground 
Fort Holabird_______ =i 
Fort Ritchie___-_ a 
Army Chemical Center 
Port. saetrick 
Fort George G. Meade 


Savanna, Il 
Leesville, La. 
Aberdeen, Md 
saltimore, Md. 
Cascade, Md 
Edgewood, Md. 
Frederick, Md. 
Odenton, Md. 


Quartermaster Research and Development Com- 


mand. Natick, Mass. 
Springfield Armory___- eae ; -_- Springfield, Mass. 
Watertown Arsenal sad ; eis Watertown, Mass 
Ordnance Tank Automotive Command ; Detroit, Mich. 
Army Transportation Corps St. Louis, Mo. 
Picatinny Arsenal___- Sa ; Dover, N. J. 
| ee Metuchen, N. J. 
Military Subsistence Supply Agency Brooklyn, N. Y. 
New York Chemical Procurement District New York, N. Y. 
New York District Engineers___ Do, 
Fort Bragg- Be she raterae se : ‘i ----- Fayetteville, N. C 
Fort Sill__- ail “i Lawton, Okla. 
Quartermaster Purchasing Agency, Columbus 

General Depot. Columbus, Ohio 
The Army Signal Supply Agency ; Philadelphia, Pa 
Military Clothing and Textile Supply Agency : Do 
Fort Jackson_____- = Saeeee Slee ra Columbia, 8. C. 
Fort Hood. mbcsicada a Killeen, Tex. 
Camp Wolters aa casita s Mineral Wells, Tex 
Fort Sam Houston _________~ San Antonio, Tex 
Tooele Ordinance Depot _____~~ Tooele, Utah 
Fort Monroe____- a : Hampton, Va 
Fort Eustis- ’ ; Lee Hall, Va. 
Hampton Roads, Army Terminal Norfolk, Va. 
Fort Lee : Petersburg, Va. 
Contract Procurement Office, Camp McCoy Camp McCoy, Wis. 
Ft. Monmouth : ; It. Monmouth, N. J. 
Dallas Chemical Procurement District amie Dallas, Tex. 
Ft. Benjamin Harrison ceteiotes Indianapolis, Ind. 
Ordnance Assembly Plant ae Edgewood, Md. 

NAVY 

Navy Purchasing Office Oe cate . Los Angeles, Calif. 
Yards and Docks Supply Office Port Hueneme, Calif. 


Navy Purchasing Office__._._.._...__~- San Francisco, Calif. 
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Procurement installations where joint set-asides for small business were made 
during the first nine months of fiscal year 1957—Continued 


NAVY 


Bureau of Aeronautics____- 
Bureau of Ordnance_ 
Bureau of Ships ee Po 
Headquarters, U. 8. Marine Corps 
Naval Gun Factory, Supply Office 
Navy Purchasing Office ___ 
U. S. Naval Air Station 
Pensacola Naval Air Station 
Marine Corps Supply Center__ 
Naval Ordnance Plant 
Electronic Supply Office —.- 
Naval Supply Depot 

Naval Avionics Facility 
Naval Academy 

Naval Shipyard_- pidtbincs de 
Navy Purchasing Office___ 
Camp Lejeune 

Ships Parts Control Center 
Aviation Supply Office 
General Stores Supply Office 
Naval Air Material Center 
Submarine Supply Office 
Ordnance Supply Office 

Naval Shipyard 

Naval Shipyard 

U. S. Naval Air Station 

Naval Air Station 

U. S. Naval Air Station 

Navy Supply Center 


ATR FORCE 


Gadsden Air Force Depot__- cs eaiaieaeatieciciees 
Brookley Air Force Base, Mobile Air Materiel 
Area ‘ 
Blytheville Air Force Base 
Little Rock Air Force Base 
Warner Robins Air Materiel Area 
Chanute Air Force Base 
Topeka Air Force Depot 


England Air Force Base_- 2 ee ee 
Lake Charles Air Force Base ‘ 
Rome Air Force Depot, Griffiss Air Force Base 
Air Materiel Command 


Dayton Air Force Depot, Gentile Air Force Station 

Shelby Air Force Depot, Wilkins Air Force Station 

Altus Air Force Base 

Clinton Sherman Air Force Base 

Vance Air Force Base : 

Oklahoma City Air Materiel Area 

Ardmore Air Force Base 

Middletown Air Materiel Area____- Ae 

Memphis Air Force Depot, Mallory Air Force Sta- 
tion 

Abilene Air Force Base 

Amarillo Air Force Base 

Bergstrom Air Force Base 

Webb Air Force Base 

Bryan Air Force Base 

Carswell Air Force Base 

Hensley Field 


Washington, D. C. 

Do. 

Do. 

Do. 

Do. 

Do. 
Jacksonville, Fla. 
Pensacola, Fla. 
Albany, Ga. 
Macon, Ga. 

Great Lakes, Ill. 

Do. 
Indianapolis, Ind. 
Annapolis, Md. 
Portsmouth, N. H. 
srooklyn, N. Y. 
Camp Lejeune, N. C. 
Mechanicsburg, Pa. 
Philadelphia, Pa. 

Do. 

Do. 

Do. 
Mechanicsburgh, Pa. 
Philadelphia, Pa. 
Charleston, S. C. 
Memphis, Tenn. 
Millington, Tenn. 
Dallas, Tex. 
Norfolk, Va. 


Gadsden, Ala. 


Mobile, Ala. 

Blytheville, Ark. 

Little Rock, Ark. 

Robins Air Force Base, Ga. 

Chanute, Il. 

Topeka Air Force Station, 
Kans. 

Alexandria, La. 

Lake Charles, La. 

Rome, N. Y. 

Wright-Patterson Air Force 
Base, Ohio 

Dayton, Ohio 

Shelby, Ohio 

Altus, Okla. 

Clinton, Okla. 

Enid, Okla. 

Oklahoma City, Okla. 

Ardmore, Okla. 

Middletown, Pa. 


Memphis, Tenn. 
Abilene, Tex. 
Amarillo, Tex. 
Austin, Tex 

Big Spring, Tex. 
Bryan, Tex. 

Fort Worth, Tex 
Grand Prairie, Tex. 
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Procurement installations where joint set-asides for small business were made 
during the first nine months of fiscal year 1957—Continued 


AIR FORCE 


I ea Houston, Tex. 

San Antonio Air Materiel Area_____________-____ Kelly Air Force Base, Tex. 
I i NI cnsnuzeneiummnmvane Lubbock, Tex. 

PCIe Oar wOrer 20080... + ecm mene San Antonio, Tex. 

ee EO eee Sherman, Tex. 

Sheppard Air Force Base_______-__ hia caetsiainachdidadse- te Wichita Falls, Tex. 
NOT (AIP DOPOO PION8 ke meen nem emn Hampton, Va. 


JOINT AGENCIES 


Military Petroleum Supply Agency_____------__- Washington, D. C 
Military Medical Supply Agency____--__-___-__-_ Brooklyn, N. Y. 


FEDERAL CIVILIAN AGENCIES 


Department of Agriculture, field offices__ _._... Washington, D. C.; Denver, 
Colo.; Albany, Calif.; San 
Francisco, Calif.; Atlanta, 
Ga.: Chicago, Ill.; New Or- 
leans, La.; Minneapolis, 
Minn.; Milwaukee, Wis. 


Department of Commerce___-_- bacon . Washington, D.C, 
National Bureau of Standards_____-________ Do. 


Civil Aeronautics Administration, field offices. Washington, D. ©.; Los An- 
geles, Calif.; Kansas City, 
Mo.: New York, N. Y.; 
Oklahoma City, Okla. ; Fort 
Worth, Tex. : Seattle, Wash. 


Coast and Geodetic Survey_. Gesccishehnemctacmnaicneh _.. Washington, D. C. 
Maritime Administration_ silaiteadiciteelsaiidiaseateaha ie ae. Do. 
IPT Tse I San Francisco, Calif.: New 
York, N. Y.; Norfolk, Va. 
Department of the Interior_____- a Washington, D. C. 
Field Offices_ itil tacs as hs ea cl caacalin ini alain memamlennan Denver, Colo. : Muskogee, 
Okla.: Amarillo, Tex 
Sonneville Power Administration_______________ Portland, Ore. 
General Services Administration_.__._____-______. Washington, D. C 
nr on et ene See Prentiece,’ Calif::' Den- 
ver, Colo.; Atlanta, Ga.:; 
Chicago, Ill. ; Boston, 


Mass.: Kansas City, Mo.; 
New York ,N. Y.; Fort 
Worth, Tex. : Seattle, Wash. 


Veterans Administration. — — =... -......... Washington, D. C. 
pues Tenet. ..2..-...-. See seicarninne  e 
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EXHIBIT EF 


Report of Small Business Administration joint set-aside program cumulative 
from Aug. 1, 1958, through Mar. 25, 1957 


Procurements screened | Set-asides initiated 
Number | Amount | Number Amount 
| 
Army 20, 630 | $3, 684, 388, 956 8, O81 $836, 788, 260 
Navy . 27, 930 7, 705, 332, 121 7, 623 612, 823, 451 
Air Force 20, 191 16, 249, 278, 174 2, 574 | 385, 006, 499 
Armed Services Petroleum Purchasing Agency 18 374, 451, 078 18 43, 614, 201 
Civilian agencies awe sie 2, 889 119, 518, 793 1, 733 39, 618, 862 
Total _- Sint ; 71, 658 | 28, 132, 969, 122 20, 029 1, 917, 851, 273 
Set-asides agreed to Set-aside procurement 


awards 


Number Amount Number Amount 
Army 7, 659 $732, 717, 170 5, 921 $473, 135, 497 
Navy 7, 370 548, 513, 917 5, 536 371, 242, 852 
Air Force 2, 356 256, 320, 805 1, 495 106, 337, 767 
Armed Services Petroleum Purchasing Agency 18 43, 614, 201 2 18, 226, 110 
Civilian agencies... & caivittliciiniads aa 1, 720 38, 427, 557 1, 203 24, 872, 822 
Total ‘ : i 19, 12; 1, 619, 593,650 | 1 14,157 993, 815, 048 


! These awards have resulted in 22,115 contracts to small firms. 
EXHIBIT F 


Certificates of competency—Origin and disposition of applications, Aug. 1, 1958, 
through Mar. 31, 1957 


Agency Applications | Certificates 
received issued 
Total 596 27 
Army 259 123 
Chemical Corps 3 7 3 
Corps of Engineers : 9 9 
Ordnance Corps 49 24 
Quartermaster Corps ‘ 97 30 
Signal Corps 91 59 
Transportation Corps 5 ' 
Headquarters, Fifth Army 1 l 
Navy ; ‘ 90 32 
Bureau of Aeronautics 1 
Aviation Supply Office 7 3 
Electronic Supply Office 2 1 
General Stores Supplies Office 28 9 
Navy Purchasing Office 25 10 
Bureau of Ordnance ‘ 7 I 
Bureau of Ships 17 6 
Ships Parts Control Center 2 2 
Marine Corps ‘ 1 
Air Force...- ‘ 227 110 
Joint Agencies 15 7 
Armed Services Medical Procurement Agency 12 7 
Armed Services Textile and Apparel Procurement Agency 2 |... 
Armed Services Petroleum Purchasing Agency 1 ; biel 
General Services Administration 4 1 
Treasury aaa aa os s — , ae 1 1 


Bureau of Engraving and Printing 1 | l 
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Certificates of competency as of Mar. 31, 1957 


Summary of SBA certifications: 
Not yet awarded contracts____----~-~- ci aoc Fe eas 14 
Active certificates with contracts ahead of or on schedule fj 
Active certificates with contracts behind schedule_- ste 7 
Certificates with procurement withdrawn__------------~-~-- = 4 
Certificates with contract awarded others______------_---------- 7 


‘ 

I i ndnsb mln 3 
Certificates with contracts terminated______-------- see eth aiaiieabcke 12 
Certificates with contracts completed seca i aitaeeee 152 
Case closed because company became big business_ ars : 2 
Total number of certificates issued______-_---~- 274 


1Contracts awarded to other than the certified firm because of factors involving other 
than production or financial capacity of the certified firm 


PROGRAMS OF FINANCIAL ASSISTANCE TO SMALL BUSINESS, APRIL 1957 


INTRODUCTION 


The Small Business Administration was established by the Small Business Act 
of 1953 (Public Law 163, 83d Cong.) enacted on July 30, 1953, and signed the 
same day by the President. The original act was amended in 1955 by Public 
Law 268 of the 84th Congress effective July 31, 1955. This is the first inde- 
pendent Government agency created to serve and represent all small businesses 
both in peacetime and in periods of national emergency. Its activities are de- 
signed to help small business (1) gain access to adequate capital and credit; 
(2) obtain a fair share of Government procurement; (3) obtain competent 
management, technical, and production counseling. 

Many of the programs conducted by the Small Business Administration were 
inherited from agencies which were formerly in operation. The authority to 
make business loans to small-business concerns as well as loans to assist victims 
of floods and other disasters were powers formerly exercised by the Small 
Defense Plants Administration and the Reconstruction Finance Corporation. 

The Small Business Administration has been given a far more extensive scope 
of operations than its immediate predecessor, the Small Defense Plants Corpo- 
ration. In addition to being charged with SDPA’s broad powers and responsibili 
ties with respect to procurement and various other activities designed to assist 
small businesses and protect its interests, SBA has been given the authority to 
make business loans on its own account to small-business concerns as well as 
loans to assist victims of floods and other disasters. These latter two powers 
were formerly held by the Reconstruction Finance Corporation. In addition to 
a broadened scope of powers and responsibility, as compared with SDPA, the 
Small Business Administration has been given a greatly enlarged range of 
operations. SDPA could only recommend loans to be made by RFC for pur- 
poses primarily confined to defense manufacturing and essential civilian indus- 
try. SBA’s responsibilities to make direct and participating loans inelude all 
types of small-business enterprises such as mining, construction, and transporta- 
tion firms and those engaged in distribution, retailing, and numerous service 
trades and industries which are in the public interest. 

In the area of financing, the Small Business Administration recognizes that 
its task is to obtain for small-business firms adequate sources of capital as well 
as credit on reasonable terms when it is not available from private sources. 
Its program of financial assistance is designed to stimulate and preserve the 
initiative, independence, and enterprise of small firms. The basic consideration 
in this program is that small-business concerns generally are at a competitive 
disadvantage compared with large businesses because (a) they are frequently 
unable to afford specialized financial management and (b) they are often unable 
to obtain from private sources the intermediate and long-term credit required 
for general progress and normal growth. Paramount in SBA’s function is its 
financial counseling assistance made available to all small firms, directing them 
to private sources of credit, thus minimizing the need for Government credit, 
and in finding solutions to other financial problems when the need for additional 
outside financing is not indicated. 

The Small Business Act of 1953 empowered the Small Business Administration 
to make loans to enable small-business concerns to finance plant construction, 
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conversion, or expansion, including the acquisition of land or to finance the acqui- 
sition of equipment, facilities, machinery, supplies, or materials or to supply such 
concerns with working capital to be used in the manufacture of articles, equip- 
ment, supplies, or materials for war, defense, or essential civilian production 
or as may be necessary to insure a well-balanced national economy. The original 
act provided that no loan could be made to any one borrower for more than 
$150,000 or for longer than 10 years except in the case of construction loans, 
where the period may be for such additional time as is required to complete the 
construction. All such loans must be of such sound value or so secured as reason- 
ably to assure repayment. 

The 1955 amendment to the act increased the amount of a loan which could 
be made to one borrower to $250,000 and also made possible loans to corporations 
formed and capitalized by small-business concerns for the purpose of establish- 
ing facilities in and through such corporation to produce or secure raw materials 
or supplies. In such cases, the maximum amount of SBA’s share in the loan may 
be $250,000 multiplied by the number of small businesses which have formed and 
capitalized the corporation. 

Congress, in the 1953 act, also empowered the Small Business Administration 
to make loans for the relief of individuals, businesses, or institutions suffering 
losses because of floods or other disasters. The 1955 amendment added the 
responsibility to make loans to small-business concerns for the relief of economic 
injury suffered as a result of drought in areas designated as drought areas by 
the President or the Secretary of Agriculture. 

The general policies under which the Small Business Administration author- 
izes both business and disaster loans are determined by a three-member Loan 
Policy Board for which provision is made in the Small Business Act, and its 
amendment. This Board is composed of SBA’s Administrator as chairman and 
the Secretaries of Treasury and Commerce and has the responsibility for estab- 
lishing general policies to govern the granting and denial of applications for 
financial assistance by the agency. At the same time, it provides a means of 
coordinating the agency’s policies with those of other Government departments 
which have basic fiscal responsibility and duties closely related to and affected 
by those of the Small Business Administration. The Board does not supervise 
the administrative activities of the Small Business Administration nor take any 
other part in its management. It neither reviews loans nor makes any determi- 
nation with respect to them. Its concern is entirely with developing the overall 
lending policies of the agency. 

The Loan Policy Board made the decision in August 1953 to defer the accept- 
ance of loan applications until after September 28, 1953, when the lending au- 
thority of the Reconstruction Finance Corporation expired. In the interim all 
applications were referred to that agency. This decision was made to give SBA 
time to set up its lending organization and to avoid having two Government agen- 
cies operating similar lending programs at the same time. 

The first policy statement issued by the Loan Policy Board, on September 16, 
1953, gave preference to loans to manufacturers or processors of materials and 
products for military and essential civilian purposes and declared ineligible 
loans to certain types of industries or for certain purposes which were not 
considered to be in the public interest. 

A revised statement, dated November 16, 1953, eliminated the preference 
formerly given to manufacturers and made possible loans to all kinds of busi- 
ness concerns on an equal basis except those specific types of businesses which 
had previously been excluded as not coming within the purview of the intent of 
the act. A later amendment, dated December 21, 1953, permitted use of funds 
to refinance indebtedness to a Government instrumentality which would enable 
a firm owing money to RFC to obtain funds partially to refinance that loan. 

The Loan Policy Board on December 21, 1953, also issued a public statement 
of loan policy and an explanation of loan procedures. It contained a list of 
practical credit requirements such as “Applicant must be of good character ; 
there must be evidence the applicant has the ability to operate his business suc- 
cessfully; and the applicant must have enough capital in the business so that, 
with the assistance from SBA, it would be able to operate on a sound financial 
basis.” 

Since that date there have been minor revisions to the policy to permit SBA 
to make loans to bona fide businesses located in recreational areas (such loans 
had previously been excluded as recreational facilities) ; to effect a change of 
ownership in a business where such change was necessary to the continued 
existence of that business; and for modernization and operation of four-wall 
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theaters. This latter change recognized the economic value of theaters in bring- 
ing trade to other businesses within the area in which the theater was located. 

In addition to the activities specifically authorized in the Small Business Act 
of 1953, as amended, the Small Business Administration, as a part of its finan- 
cial assistance operations, is cooperating with the Fish and Wildlife Service of 
the Department of the Interior in the administration of that Department’s 
fisheries’ loan program. Small Business Administration develops the necessary 
credit information for such loans which are closed and administered through its 
regional offices. 

Its regional offices are also servicing the liquidating disaster loans made by 
the Reconstruction Finance Corporation which were transferred to the Smal! 
Business Administration by Reorganization Plan No. 2 of 1954. The agency has 
been working closely with the Housing and Home Finance Agency in connection 
with its community facilities disposal program to determine whether the Small 
Business Administration loans may be made available to purchasers of Govern 
ment-owned business properties held for disposal by that agency and with the 
Medical Facilities Branch of the Department of Health, Education, and Welfare 
fn developing a program of loans to proprietary hospitals, nursing homes, and 
medical and dental laboratories. 

Loans made by the Small Business Administration are disbursed from a revolv- 
ing fund maintained in the Treasury. For this purpose, $150 million was origi- 
nally authorized as the maximum amount which could be outstanding at any one 
time for business loans and $25 million for disaster loans. This limitation was 
subsequently raised to $230 million for business loans and $125 million for disaster 
loans. This is an authorization only and is subject to direct appropriation. 
The agency pays into miscellaneous receipts of the Treasury, at the close of 
each fiscal year, interest on the net amount of the cash disbursements drawn 
from the Treasury at a rate based on the current average rate on outstanding 
interest-bearing, marketable, public debt obligations of the United States of com- 
parable maturities. 

A more specific description of the Smail Business Administration’s financia 
assistance program follows: 


FINANCIAL COUNSELING 


The Smali Business Administration operates on the premise that it is the 
intent of Congress that Government funds should be loaned only after all other 
possible avenues for solving a small firm’s financial problems have been ex- 
plored. Frequently these firms do not need a loan but are most in need of 
counseling on financial management problems. Often they do not have the re 
sources available to large firms to obtain this specialized service in solving their 
financial problems. In such cases the Small Business Administration provides 
this assistance through its financial counseling program. 

In response to requests for aid, or in examining applications for SBA loans, 
consideration is given to (1) possible means of obtaining private credit on reason 
able terms, (2) possible assistance available from local development corpora 
tions, (3) various alternative plans for financing production, (4) adequacy of 
accounting and auditing methods and other aspects of financial management, (5) 
means of increasing equity capital, (6) eligibility for V-loan financing of defense 
contracts; and (7) feasibility of obtaining advances or partial payments on 
contracts. 

Often the problem is undercapitalization or perhaps a need for liquidation of 
inventory or obsolete equipment, revision of credit policies, or a change in product 
pricing principles. In other instances a contemplated expansion may not be 
justified. A firm’s product line may be too broad or too limited or its sales 
policies may need review. 

These are a few of the possible factors considered by the agency’s specialists 
in counseling small businesses which have financial problems. 

In many cases the financial specialists in the agency’s regional and branch 
offices assist in presenting the business’s application for a loan to his local bank, 
often accompanying the company’s representatives in their negotiations with 
that bank. Many times the proper presentation of the company’s financial posi 
tion through guidance to SBA’s financial specialists has resulted in banks ap 
proving loans to these firms after they had previously refused to provide such 
credit. 
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LOANS TO BUSINESS CONCERNS 


Section 207 (a) of the Small Business Act of 1953, as amended, gives the Small 
Business Administration authority to make loans to small firms when credit is 
not otherwise available to them on reasonable terms. ‘To the greatest extent 
possible, and in keeping wih the requirements of the Small Business Act, this 
agency seeks to provide the necessary credit to small concerns in cooperation with 
private lending insitutions. The act provides that no immediate participation 
may be purchased unless it is shown that a deferred participation is not avail- 
able, and no direct loan may be made unless it is shown that a participation is not 
available. Proof must be shown that a bank will not make the loan applied for 
or. if a direct loan is requested, that a participation is not available. 

In the operation of the lending program, applications for loans are accepted by 
SBA regional and branch offices. Financial specialists in these offices make the 
necessary investigation of the applicant’s operations, credit standing and repay- 
ment prospects, and generally visit the plant or place of business of the applicant. 
During this visit he may examine the books of record, interview key personnel, 
examine the physical plant, and contact the applicant’s bank of account. Often 
the agency’s technical staff is called upon to appraise collateral involved or to 
analyze a plant’s operating efficiency. 

Thereafter, a brief report is written by the financial specialist in which he 
makes a recommendation as to appropriate action to be taken on the loan and, 
if recommended for approval, the recommended terms of that loan. This report 
is reviewed by the financial assistance chief and regional director who may con- 
cur in the recommendation or recommend some other action. 

The regional director may approve or decline any loan through $20,000 where 
there is concurrence as to the action to be taken by the processing financial 
specialist, financial assistance cheif, and regional director. He can also approve, 
under the same conditions, participation loans through $100,000 when there is 
at least 25 percent bank participation. Regardless of the amount of the loan, if 
here is a difference of opinion between the financial specialist, regional financial 
assistance chief, and regional director, the loan must be forwarded to Washington 
for action. 

When a loan is approved, a formal authorization is prepared and sent to the 
borrower outlining the loan terms and conditions to be met before disbursement 
can be made. Beside setting the terms of repayment, this may include a mort- 
gage on real estate or equipment, personal guaranties, standbys on indebtedness 
due owners or officers, and limitations on salaries and capital expenditures. 
Actual disbursement is made on a loan when the borrower has satisfactorily met 
the loan terms. Every effort is made, however, by the Small Business Admin- 
istration’s staff members to expedite the closing of a loan and disbursement of 
funds, 

PARTICIPATION LOANS 


The Small Business Administration makes two general types of participation 
loans—deferred and immediate. In a deferred participation loan; the partici- 
pating financial institution makes and administers the entire loan with the Small 
Business Administration agreeing to purchase from the bank at any time, on 
demand, an agreed portion of the then outstanding balance of the loan. By 
law the maximum agency participation in a loan on a deferred basis is 90 per- 
cent. In return for the agency’s agreement to participate in the loan, the lend- 
ing institution pays a small fee. The fee is charged only on the outstanding 
balance of the Small Business Administration’s portion of the loan, and, of 
course, is discontinued when and if the agency is called upon to purchase its 
share of the participation. The agency’s fees for deferred participations are de- 
signed to encourage the maximum participation by lending institutions. These 
fees are as follows: 

1 percent per annum on agency participation up to and including 50 percent. 
1% percent per annum on agency participation in excess of 50 percent but 
not in excess of 75 percent. 
2 percent per annum on agency participation in excess of 75 percent, up to 
the agency’s maximum participation of 90 percent. 

In an immediate participation loan the Small Business Administration agrees 
to purchase immediately an agreed percentage of the loan which has been ap- 
proved by both the agency and the participating lending institution. The loan 
may be serviced either by the bank or the SBA, as the bank may elect. 

Participation-type loans are mutually advantageous to the small-business man, 
the participating institution, and the Small Business Administration. A bank 
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participation loan provides a small business borrower the opportunity of building 
up a satisfactory credit record with the bank, maintaining his relations with that 
bank and, after the loan is repaid, the bank has a firmer basis for extending 
necessary credit without enlisting the aid of the Government. Thus, the bank 
participation-type loan is of more assistance to the small-business man than a 
direct Government loan. 

Of interest to the taxpayer is the fact that a majority of the agency’s share 
in a deferred participation loan probably never will be withdrawn from the 
Treasury and the cost of processing such loan applications is reduced. Of bene- 
fit to the bank in the participation type loan is its assurance of a fair rate on 
money loaned, a broadening of its lending activity while maintaining liquidity, 
and ability to give better service to its depositors. Banks in every State of the 
Union, as well as in Alaska, the District of Columbia, Puerto Rico, and Hawaii, 
have made loans to small-business concerns with varying percentages of partici- 
pation by this agency. At the present more than 70 percent of the loans ap- 
proved by the Small Business Administration have been made in participation 
with private lending institutions. 


LIMITED LOAN PARTICIPATION PROGRAM 


Early in 1956, the Small Business Administration put into effect a new pro- 
gram designated as the limited loan participating program. This is designed 
especially to assist small retailers, wholesale distributors, and service establish- 
ments. As a rule, small concerns in these fields have little in the way of tangible 
collateral which they can pledge for a loan. However, they often have a good 
earnings record, competent management, and a creditable record with local 
banks for meeting their obligations. They are frequently in need of term loans 
to modernize their facilities, expand their businesses, or for other purposes. 

Under the limited loan participation program, the Small Business Admin 
istration will participate with a bank in a loan to a small retailer, wholesale 
service establishment, or other business, up to a maximum of $15,000 or 75 
percent of the total amount of the loan, whichever is the lesser. Generally, the 
participating bank’s share in the loan must represent additional exposure on the 
part of the bank equal to not less than 25 percent of the total amount of the 
loan. However, if the bank has outstanding a short-term loan to the borrower 
or a longer term loan on which repayments have been made promptly as orig- 
inally scheduled, this loan may be substituted for the new money requirement 
or included in computing the bank’s participation in the loan. In either case 
the bank’s share in the loan must be equal to at least the outstanding loan 
to be refunded with a part of the new loan, or 25 percent of the total amount of 
the full loan, whichever is the larger. 

The maximum maturities on such participation loans are 5 years with a 
monthly repayment schedule, including interest, at a rate to be set by the bank 
at not more than 6 percent per annum. 

Presently, about 25 percent of the loans made through this agency have been 
this type of loan. Regional offices, through special procedures established for 
handling such loans, are able to take action on the average application within 
2to3days after it is received. 

DIRECT LOANS 


As previously stated, a direct loan is made by this agency only after it has 
been determined that a bank participation is not available. This does not 
necessarily mean that because a bank has declined to make the loan in its 
entirety or in participation with the Small Business Administration, that the 
loan will not be as sound as one made with the bank. There are several factors 
which may have caused the bank to decline to cooperate in the loan. It may 
not be willing to participate in a loan for a longer term than 90 days or a year; 
the loan may exceed its legal lending limit ; or there may be other reasons why the 
bank is not interested in making the loan. 

In the granting of direct loans, this agency applies the most liberal criteria 
possible consistent with sound credit principles with full recognition of its 
responsibility to protect and preserve Government funds. 
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POOL LOANS 


So-called pool loans are those made to a corporation formed and capitalized 
by a group of small businesses for the purpose of producing or securing raw 
materials. Such loans may be made either in participation with a bank or on a 
direct basis if a participation is not available. There has been little activity 
so far in this program but those loans made have proven to be of considerable 
benefit to the businesses making up the pools in helping them to acquire raw 
materials and achieving a stabilized market for their products. This stabiliza- 
tion has been made possible because of the ability of the businesses with adequate 
financing to hold their processed items for orderly distribution, rather than 
dumping them seasonally, as raw material may become available. It is expected 
that as this program becomes better known, considerably more applications will 
be received. 

DISASTER LOANS 


Section 207 (b) of the Small Business Act of 1953, as amended, gives the 
Small Business Administration authority to make loans to assist owners of 
homes and businesses which have been damaged or destroyed by floods or other 
natural disasters. There is no statutory limit on the amount which can be 
loaned to a single borrower but such loans are made only to the extent of the 
actual loss not covered by insurance. 

In the operation of the program, when a disaster occurs, an immediate survey 
is ade by SBA personnel to determine the extent of damage and whether a 
declaration of the area affected as a disaster area is justified. After declaration, 
and when warranted, emergency field offices may be established for expeditious 
handling of applications received, or, in smaller disasters, the applications may 
be processed through a regional or branch office. 

Since a disaster loan is intended as a rehabilitation measure, much more 
liberal credit standards are applied to their consideration than would be prudent 
for the agency’s business loans. However, it is recognized that the financial 
assistance given are loans and that this agency has no authority to make grants. 
The Small Business Administration, therefore, is unable to provide all of the 
assistance needed when it is evident that the victims of the disaster do not have 
the ability to repay the loan. In such cases the agency maintains a close working 
relationship with the Red Cross and has been successful in arranging help from 
that agency. In some instances the Red Cross provides part of the funds needed 
and the Small Business Administration lends the balance to rehabilitate a home 
or property. 

The staff of the Small Business Administration is limited and a large disaster 
creates a serious staffing problem since personnel usually must be rushed to man 
emergency offices or to reinforce the staff of existing offices. To alleviate this 
situation and to provide needed financial assistance quickly to disaster victims, 
arangements have been made through the American Bankers Association and its 
various State organizations to enlist the aid of local banks in disaster areas in 
accepting applications for disaster loans and to provide bank personnel to work 
with SBA employees in emergency disaster offices. This arrangement has proven 
to be very successful and without the assistncee given by the banks it is doubtful 
that this agency would have been able to provide the financial requirements of 
disaster victims in some of the larger disasters as expeditiously as was done. 

Banks also have been very receptive to a participation plan developed to reduce 
the load on the emergency disaster offices. Under this plan, a bank agrees to 
make a loan to the disaster victim in participation with the Small Business Ad- 
ministration and has been given authority to approve such loans within certain 
limits without referring them to the Small Business Administration except for 
clearance as to eligibility of purpose. Under this plan, the bank accepts the 
application, makes a credit investigation and makes and services the loan. 
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DROUGHT DISASTER LOANS 


Included in section 207 (b) of the 1955 amendment to the Small Business Act 
of 1953 was authority to make drought disaster loans for the relief of small- 
business concerns economically injured as a result of drought conditions in areas 
declared drought areas by the President or the Secretary of Agriculture. Such 
injury may have resulted from a loss of business as a result of the drought, 
inability of farmer-customers to retire their financial obligations to small-busi- 
ness concerns or through a loss of raw material by those firms processing agri- 
cultural products or the failure to obtain enough water for continued operations. 
For the most part, loans granted are confined to working capital purposes, how- 
ever, refinancing of indebtedness on which delinquencies are directly attributable 
to the drought is permissible. Loans may be used to replenish normal inventories 
but cannot be made for expansion of facilities. 

There is no dollar limit in the Small Business Act on the amount of a loan 
which can be made for drought relief. The size of the loan is determined 
by the needs of the borrower for continued operations until the drought is broken. 
In this program, too, arrangements have been made for local banks to accept 
and process applications received, thereby reducing the cost to the Government of 
the operation of the program. 


Percent of number of business loans outstanding, loan balance, and amount 
delinquent over 60 days 


Percent of 

number of Loan A mount 
Date Number business balance delinquent 

loans out- 











Delinquent over 60 days and problem j 
Mar. 25_. 103 2.65 |$3, 651, 907. 42 $885, 589. 80 
Feb. 25... “ 97 2. 64 s, 549, O89. 38 771, 150. 13 

Liquidation 
Mar. 25 74 1.90 | 2 125, 666. 63 ‘ 
Feb. 25 74 2. 01 2, 321, 028. 62 i 

Combined 
Mar. 25 177 14.54 | 5,777, 574.05 
Feb. 25 171 4. 67 , 118. 0 
Jan. 25 15: 4 30 | 5. 153. 918. 39 

1 Based on 3,891 business loans as of the 25th of the month and as complied from the SBA form 122B re- 


ports of the 15 SBA regional offices. 
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Summary of business loans charged off 


Type 


Borrowet 


Gross 
amount 


93 


Date charge-off 


iuthorized 


Direct John R. O’Brien & Associates, Wash $70, 095. 81 Mar. 23, 1656 
ington, D. ¢ 2 loan 
Deferred participation, bank Loy L. Anderson, doing business as 7, 262.28 | Jan. 2, 1957 
27 percent Anderson Tire Service, Paducah, 
Ky 
Deferred, participation, bank, Paul 8. Jones, doing business as The 7, 558. 89 Do 
15 percent China Doll, Paducah, Ky 
Direct William J. Welch, doing business as 357.73 | February, none; 
Welch Manufacturing Co., Lowell, March, none; 
Mass Apr. 4, 1957. 
Dx Steve N. Ritsos, doing business as 700. 05 Apr. 10, 1957. 
Messco Cleaners and Shoe Re- 
builders, Memphis, Tenn 
Immediate participation, bank Quincy Drug Co., Inc., Quincy, Fla 16, 402. 51 Do 


10 percent 


L otal 
regional office 


ved in 


Revolving fund 


Statement of 


mcome 


102, 377. 27 


and expenses 


Fiscal years 
ist 10 
' 145 19H months of 
O57 
Income 
Interest ¢ ed $26, O25 $690, 441 $2, 131, 147 $4, 085, 885 
Fees earned on deferred particiy on lo 719 160, 028 312, 199 337, 644 
Miscellaneous 2, 647 6, 541 25, 346 
lotal income $1, 744 853, 116 2, 449, S87 4,448, 875 
Expense 
Interest paid to Treasury reve d 
lishursem« 14, 532 275, 990 1, 180, 617 2, 366, 491 
Administrative expe ( 12. 71 2, 620, 665 3, 837, 051 4, 818, 305 
Provisior Osst 
On business loans 6, 804 $26, 567 585, 471 1, 171, 123 
On oans 16.449 OS), RAS 1, GRR, 500 614, 472 
O erat xpenst 120 3, 269 12, 801 
pe 40. OOO 3, 604, 210 204, YOS 8, 983, 192 
Net loss ! Ss, SHE 2,751, 094 | 4,845, 021 4, 534, 317 
t a oul I dr I Se « 
a es financed b lireect appropriatior 249, 540 332, 645 | 106, 667 
tie Admit it expe ! dis 
d ter 0 incon I C7 oo 346 | 177 108 
i ! 
I i | imi pense figt bov 
Phe CiaimMan. We will proceed under the 5-mmute rule. [ want 


~) 


to ask you | or 2 questions. 

There are certain areas in the United States which are recognized 
by all as depressed areas. 

Have those areas any preferential standing with respect to the role 
of your organization @ 

Mr. Barnes. Only in this regard at the present. We havea directive 
out to our field offices that any loan application received from a 
sel iously depressed area gets a priority in consideration, in that it is 
acted on first and as quickly as possible, and the full facts about the 
depressed area are written up and accompany the loan report, as it 


comes into Washington or is handled—acted on in the field office. 
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However, we liave not interpreted there was any other thing in our 
law that entitled that type of loan to any different type of consideration 
than any other loan. I am sure that perhaps we have taken some 
greater risks in those cases, and I think that about 10 to 15 percent, 
perhaps larger than that, of our loans are to concerns that are in 
depressed areas. 

But the Administration’s policy toward lending money in depressed 
areas, and placing Government contracts, is set forth in two places. 
There is a Defense Department directive, giving certain priorities in 
the letting of contracts to firms that are located in labor-distress 
areas. 

However, this is a program that is « ‘omple te ly handled and operate (l 
by the Department of Defense. And then the Administration has 
urged the enactment of a bill to which I made reference earlier—the 
Area Assistance Act, which sets up a loan program under special cri- 
teria, just in those areas. 

The CHatrRMAN. Sometimes disasters from economic conditions are 
as bad as disasters that result from natural causes. Do you think there 
should be something in the law that would give them some preference / 

Mr. Barnes. I do not believe it should be in the Small Business Act. 
I believe it should be in the Area Assistance Act to which I made 
reference. 

The reason I feel that is that we are—except in a disaster-loan pro- 
gram, where it is dealing with a natural catastrophe—we are dealing 
with a business concern, and the best ¥ ay that you can help a labor dis- 
tress area is to expand an existing business concern. And that is what 
all of these loans as I say, 10 or 15 percent of our loans which are in 
those areas, do. 

They provide funds for new machinery and working capital and 
thus increased employment. Now, this Area Assistance Act has a 
little different approach. It provides a way of taking somewhat 
greater risks in the establishment of new businesses, or new undertak 
ings for the specific purpose of absorbing unemployment. 

The Cuamman. You would be in a position, though, to give them 
help, if it were provided in a reasonable way ? 

Mr. Barnes. Yes, sir. I think that our plant loans have done that, 
sir. We m: sda a study about a year ago—we have not made one cur 
rently—and found that there was this larger percentage of loans 
going to labor distress areas, and that they did result in increased 
employment. 

The CHamman. And they are just about as well defined and well 
drawn as the areas that have been the victims of natural disasters / 

Mr. Barnes. Yes, sir. 

The Cuairman. We will proceed under the 5-minute rule. 

Mr. Talle, do you have any questions 4 

Mr. Tauir. Thank you, Mr. Chairman. 

[ should like to discuss one point that you made in your statement, 
Mr. Barnes. It relates to the loan criteria in existing law. May | 
read the law again, and I quote: 


All loans made shall be of such sound value or so secured as reasonably to 
assure repayment. 


That is the end of the quotation. As you rightfully pointed out, 
Mr. Barnes, that language was taken over from the RFC where the 
policy served very well. I think everyone would agree to that. 
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1 note in the Multer subcommittee bill, that the language relating 
to loan criteria would be changed to reac cific item at least: 





All loans made shall in the judgment of the Administrator offer reasonable 
assurance of repayment. 

The test there would be the judgment of the Administrator, would 
it not / 

Mr. Barnes. Yes, sir. 

Mr. Tarte. Well, considering human frailty and human weakness, 
how people come and go in these different positions, I suspect that that 
would be a rather dangerous thing to do. You operate with the 
taxpayers’ money: do you not, Mr. Barnes ? 

Mr. BARNES. Yes, sir. 

Yes, sir, it is money that is borrowed from the Treasury, and we pay 
interest on it. 

Mr. Tarir. Then, if we shift from law which has proved to be very 
good, to something that has certi ainly quite a cloud around it, we are 
taking a chance with t: \xpayers money / 

Mr. Barnes. Yes, sir. As I pointed out in my comment, the word- 
Ing: 

That the Administrator believes has reasonable assurance of repayment. 

In credit terms that would mean the emphasis would be placed on 
earning ability. 

And when all reference to collateral or securit V is dropped, the con- 
tention would, of course, be made that the only requirement that Con- 
vress intended was that we look at earning ability. Well, you would 
have to take the past earning ability, but the contention would be 
made that we should look at the future earning ability. 

‘This is not always possible to project very accurately, and certainly 
we would have had a much larger loss report to make if we had not 
had collateral present in these loans that do finally go bad. 

We are in a very risky area of lending. Under the law these people 
must all seek the funds from a bank, before they come to us. And 
Congress has written that requirement into the law, and I think that 
it isa eood one. 

Now, since it is risky, the fact that security is required does provide 
a measure of protection for the taxpayers’ funds. 

Mr. Tatie. Well, I suspect that if the proposition were submitted 
to the taxpavers, themselves, the answer would be pretty generally 
SN o.”’ 

Now, may I shift to another matter, Mr. Barnes. Existing law 
provides for a loan in excess of $250,000 to a corporation organized 
by a group of small-business concerns, formed to produce or secure 
raw materials or sup plies for such concerns. 

[ note that you would expand this to cover also equipment and 
inventories, or for establishing facilities for such purposes. 

Some believe that this phase of the law should be thrown out 
altogether, and I follow that by saying this: It has always seemed 
to me that, in the first place, a specialized lifting of the joan limit 
goes contrary to the spirit of the act, where the loan limit is imposed 
for the specific purpose of making sure that aid be spread around, 
actually spread around to small-business concerns, instead of im- 
pounding a considerable sum in a corporation. 
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It has been my opinion that the idea was to spread the money 
around. 

Second, it places a new small business concern at a tremendous dis 
advantage because it would not have access to the raw materials made 
available to its competitors who are members of the production co1 
poration. 

And third, the waiver of the antitrust laws is an extremely broad 


provision, and not at all in keeping with the whole purpose of setting 


up the antitrust laws in the first instance. 
Certainly, if we are to keep this provision, it ought to be amended 
to conform more nearly with the provision which is now | 


Defer se Production Act. 
The CHatrMaAn. Mr. Brown. 
Mr. Tauie. The chairman informs me my time is up, so your 
Mr. Ba Les, will haveto be held in abpevanhce, 
The CoarmMan. Youcan put it in the re l 
Mr. Tanue. Yes, sir. 
The Cuarmrmman. Mr. Brown. 
Mr. Brown. Let me make this preva ( re 


I think vou are doimg a good job, with certain limitations, and I 


ward to your staten 
think D) ople oenerally recoonize that vou are doing a cood 10b and 
many deserving people are being accommodated by it: but you 


1 1 
1] 
i i 


not ina position to comply with all the requests received bv vou 
agency. 
We want to build your agency up to the pomt where Vou cr 


accommodate many more people than vou do. 
The maximum lending authority to the small HDuSsIMess mah today 


is $250,000. I would like to see that raised to $500,000. Mr. Patman 


SAVS We are now just letting the little-business man cet enough to 


felt among’ themselves, but that is all. He cannot complete against 
the big-business man. 

We certainly appreciate the good work that you are doing and I 
think you should have the tools with which to do a better job, so 
you may do even better than you can now under the authority you 
have. 

Mr. Parman. May I propound a parliamentary inquiry to the 
chairman ? 

The CHatrman. Yes. 

Mr. Parman. On the 5-minute rule, as I understand, we have 5 
minutes for the members who are here, and 5 minutes only. but on 
the second go-round there is no limit. 

The CHarrMan. You exhaust the 5-minutes rule and—— 

Mr. PatmMan. The next time there is no limit. 

The ¢ HATIRMAN. Ifa member comes in while we are on the 5-min ite 
rule, he cannot participate in it. After we vel through with the 
minute rule—— 

Mr. PatmMan. We will alternate, but there will be no limit. 

The ¢ "HAIRMAN. Well. I \ ould not say "no limit.” 

Mr. Parman. TIT mean within reason—— 

Mr. Parman. I don’t think there should be any limit put on. I don’t 
think any member should abuse the situation, and we can leave it up to 
the memhers. 

The CHatrmMan. Under the 5-minute rule, we will not abrogate it 
when we 0 around the committee. 


LV 
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Mr. Parman. The first time. 

The Cuarrman. The first time. 

Mr. Tarte. Mr. Chairman, what is wrong with employing the 5- 
minute rule throughout ? 

The Cuatmrman. Some members may want more time. I don’t 
oppose that. I think we ought to be reasonable about time, but there 
may be, after the first round of questions, some members who may 
want to interrigate the witness, and I think it would be reasonable to 
allow them to do it. 

You have a question, for example, hanging in the air, and you might 
get an answer to that. 

Mr. Parman. On the third go-round. 

Well, I recall certain situations, of course, but I won’t mention 
them here. 

Mr. Mutter. Mr. Chairman—— 

The Cuarmman. We will try to use parliamentary procedure. 

Mr. Murer. Mr. Chairman—a parliamentary suggestion, Mr. 
Chairman. 

Would it not save some time if at the end of a man’s 5 minutes, 
where a question is pending, the witness be permitted to answer? I 
think it would save time and keep the continuity of thought. 

[f a man’s time is up, and he has a question pending, let the witness 
answer, even though it runs over the time. 

‘he CuarrmMan. The rules of the House provide you have the 
5-minute rule and those rules, as far as your statements go, ought to 
prevail in the committee. It is the only way that everybody ean be 
heard, 

Mr. Muurer. I suggest that the witness not be bound by the 5-minute 
rule. 

The Cuairman. All right, Mr. McDonough. 

Mr. McDonoven. Mr. Barnes, I think you made an excellent state- 
ment. I agree with you that the insecurity of some of the activities 
of Small Business is affected by the fact that it is not permanent. 

I think it should be: I think it is performing a function that is very 
much needed in the economy of the Nation. I find, in my experi- 
ence and study of your activities, that your relationship with the 
investment institutions has not disturbed them to any extent. 

You have a cooperative relationship with them and we should, I 
believe, establish Small Business as a permanent agency: we should 
facilitate it with eve ry possible means for enabling small business to 
compete among themselves; and, as Mr. Brown said, compete with 
big business. 

[I have no questions, Mr. Chairman, and since I have not used my 5 
minutes’ time, I will vield the balance of my time to the answering of 
the question of my colleague, Mr. Talle. 

Mr. Barnes. All right. Well, Mr. McDonough and Mr. Talle, the 
pooling provision—the fear for pool ae was placed in there 
in 1955, and T personally believe that it has a place in small-business 
lending. 

There are some types of activities, where, in order for small busi- 
ness to compete, they must be able to have access either to raw ma- 
terials or markets in order to effectively compete against some of the 
large chains and some of the large firms. 
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This, in my opinion, gives them that opportunity. I think the 
principles that should affect it are these, however: There should be 
no combination or consolidation of small firms that will violate the 
antitrust laws or create a monopoly. 

[ believe there is that protection in the law. The law is somewhat 
limited, however, because it only has application to small manufac- 
turers desiring to gain access to raw materials. 

We have attempted to publicize this provision and have worked 
with a number of different groups, but only two loans have resulted 
this far under this provision. One was to a number of small starch 
concerns in Maine that used the loan proceeds to buy potatoes which 
were in surplus up there, and with which they have had a problem for 
many years. This enabled these firms to buy a larger amount of pota- 
toes during the crop season and have them available for processing 
on a year-round basis and thus were able to accept year-round 
contracts. 

We approved a large loan, $700,000, and there were 19 of the starch 
firms involved. They found, however, after they began operating, 
the fact that this loan had been authorized, and the access they had 
to private credit as a result of this loan, made it unnecessary for them 
to draw down the whole loan. 

They never drew down more than $90,000 and all 19 of those firms 
which were formerly operating on a seasonal basis, 3 or 4 months a 
year, are now operating on a year-round basis. 

And instead of using—TI hate to give you these big figures but that 
is what they are, 20,000 tons a year, the last report I had they were 
now using 50.000 or 60.000 tons of pots itoes 

This in my Opinion was a salutor y type of activity. 

The other loan was a fish loan in Boston, whereby commercial 
fishermen and the concerns that bonght the fish could buy the fish 
in the seasons when they were catching fish, process them, freeze 
them, store them, and have them go on the market in an orderly manner 
throughout the year. This was a million dollar loan. There was a 
partic Ipation by a large bank. There was also a bank participation 
in the Maine loan. I believe in both instances it helped a number 
of small concerns with a business problem. I believe it can be utilized 
in the future. It does not need to be an exception of the antitrust. 
laws. I would be the last one to suggest a monopoly, or an easing 
of the antitrust law. They can get a pool loan without the anti- 
trust exception. 

I would recommend in most instances, then, as long as they operate 
without the antitrust laws, they na all right. 

In both of the loans that have been made, I feel that we stretched 
the law to the ultimate limit. I do not feel really secure with the 
wording of the law and what was actually done, and therefore we 
suggested some change. 

My own view is that there should be freedom to go into some of 
the marketing and distribution areas, but the Department of Justice 
takes the position that any extension of this is likely to cause viola- 
tions of the antitrust laws. 

I believe it can be done without violating the antitrust laws, so we 
do not have that wording in the present bill. I hope there are situa 
tions which will occur in the future where we can more effectively use 
this pooling provision. 
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Mr. Tatie. Thank you for your answer. 

The Cuarrman. Mr. Patman. 

Mr. Parman. Thank you, Mr. Chairman. I am very much en- 
couraged and heartened by your activities in the past year, Mr. Barnes. 
I think you have done a lot better. I was very much discouraged and 
disillusioned up until the last year, but in the last year your activities 
have given me heart, and encouraged me to believe your administra- 
tion is trying to do a much better job, and we want to give you the 
tools to work with. 

You have testified in the past that you believed there should be a 
2-year exte ‘nsion of the act because it gives Congress an opportunity 
to review the work of the agency at regular intervals, and [I think it 
isa pretty good thing too, until we know exactly where we are going. 

On the question of extending the act; I have prepared a bill which 
I expect to introduce as soon as I can call a meeting of the Small Busi- 
ness C aan to pass on Mr. Multer’s bill and the one which I am 

voing : pronane I have in mind certain provisions that I think 
shoul | be. in the bill. 

One is the Administrator should have a 2-year term just like the 
Congress, and expiring at the same time as the Congress. It would 
replace the Loan Policy Board with a 6-man policy board, not includ- 
ine the Administrator, and the 6 members would be appointed by the 
President, no 2 of whom would be from any one Federal Reserve Dis- 
trict, to pass on loans, and they would elect their own chairman and 
have no loan limit. 

The Administrator should have a 2-year term just like the House 
of Representatives, with a loan policy board of 6 members appointed 
by the President, no 2 of who would be from any one Federal Reserve 
District, to pass on loans and elect their own chairman, and have no 
loan limit. Congress’ attitude now, when we say the limit shall be 
$250,000, means that we are willing to let the small-business men have 
a little money to fight among themselves, but we are not going to 
let them have enough money to step on the toes of a big man. 

That puts Congress in a rather awkward position. I think we 
should take the definite limit off, because the definition restricts it 
to interest, and you would be restricted by the terms, rather than by 
the limitation of the amount. 

The bill I propose to offer would be one without limitation, one that 
would include a revolving fund of at least half a billion dollars for 
the agency to buy and sell local bond issues, say, for schools and roads. 

As it is now, there is no existing market for them. 

You could render a great. service that way, by being a marketplace 
for the road and school districts where they can always sell their 
bonds. 

I would like to see that brought in. May I suggest under existing 
law, the Federal Reserve open market committee has the power to do 
that, and I think this committee could very well look into that question 
and find out why they are not doing it and if they propose to do it 
in the future, and if they don’t, we should, of course, put it in this bill, 
to give the Small Business Administration an opportunity. 

Can you prepare for us the loans that have been made by Congres- 
sional Districts, Mr. Barnes? 

Mr. Barnes. Yes, sir. I believe we furnished that to 

Mr. Parman. Would you prepare that, and insert it ? 
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The Small Busimess Committee prepared it until last fall, by con 
eressional districts. 
~ Mr. Barnes. Mr. Patman, we have furnished that to the Small 
Business Committee, through March 31. 

Mr. Parman. Would you bring it up to date in the last quarter. I 
know it is in there until that time. 

Mr. Barnes. It is in there through March 31, which is the last 
quarter. 

Mr. Patman. This is December 31, I have. 

Mr. Barnes. We have subsequently furnished a supplement. 

Mr. PaTM AN. Would you bring it up to date. please, on one table? 

Mr. Barnes. Yes. 

Mr. Parman. I appreciate that very much. 

(The data requested above is as follows:) 
SMALL BUSINESS ADMINISTRATION—BUSINESS LOANS APPROVED ON Wuricu Dis 

BURSEMENTS Hap BEEN MADE, BY CONGRESSIONAL DISTRICTS 


Consolidated statement covering periods: Aug. 1, 1953—Sept. 30, 1956; Oct. 1 
Dec. 31, 1956: and Jan. 1—Mar. 31. 1957 ° 


In 


r ? 1 
Cor 
gre 
State sional Amount Amount disbursed 
Dis Nu! Al int Nu \ 
tric ber apy t 1 I I 
By SBA | By bank 
2 3 4 5 ‘ 4 ~ iy 
Alabama l 2 $48, 000 $48, 000 4 $130, 500 $103, 950 $26, 550 
2 f 265, RTI 965, 87 19 555, 935 145, 12 410. 810 
3 2 62, 800 62, 800 14 591, 600 312, 500 279, 100 
4 2 162, OOF 62, OO 6 319, GOK 105, 000 214, 900 
5 15.000 15, 000 18 R36, 234 FOR, 996 307, 209 
6 3 43, 000 183, 500 284, 500 
7 l 75, 000 75, 000 l 20, OOK 15, 000 5, 000 
8 l 50. 000 0. 000 7 380, OOK 130, 237 205, 119 
) t s00), OOO 500. OO 3 66, GOL 3/, 000 615, 100 
Potal Zi 978, 670 978, 670 85 |4,043, 769 |1, 561, 738 2, 351, 388 
Arizona | ] 4 27, 500 27, 500 14 437, 500 51, 000 363, 203 
2 9 329, 000 329 O00 l¢ 734, 900 151,110 553, 790 
Total 13 356, 500 356. 500 30 (1,172, 400 202,110 916, 993 
Arkansas 1 l 26, OOK 26, 000 12 219, 100 81, 165 137, 938 
2 s 241, 000 241, 000 18 810, 000 661, 400 158, 600 
3 3 19. 500 13, 705 19 696, 946 3BR7, 964 304, 532 
{ ; 48, OOO 18, (OK 14 743, 567 430, 260 303, 467 
5 | 304, 000 304, 000 8 259. 124 90, 303 161, 701 
6 8 177, 000 177, 000 16 551, 000 208, 575 306, 027 
Total = ie 31 815, 500 809, 705 87 |3, 279, 737 |1, 868,667 | 1, 372, 262 


See footnote at end of table. 
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Consolidated statement covering periods: Aug. 1, 1953—Sept. 30, 1956 ; 
Oct. 1-—Dec. 31, 1956; and Jan. 1—Mar. 31, 1957 *>—Continued 
17 
Ll {In dollars] 
I Direct loans Bank participation loai 
( I 
gres- 
State sional Amount | Amount disbursed 
| Dis Nun AI dis- Nuin- I 
trict ber appre bursed ber 
By SBA | By bank 
2 1 6 7 s ) 
} 
; Oalifor l 4 94, 600 73. 600 2 25, 500 25, 500 
2 3 250, OOO 250, 000 
3 ] 40, OOO 7,741 l 54, 000 40, 500 13, 500 
4 
F 2 250, 000 196, 300 
6 l 45, 000 45, 000 ] 13, 000 13, 000 
7 1 15, 000 15, 000 } 
: ® 3 145, 000 132, 962 3 189, 205 187, 048 
Q ] 150, 000 150, 000 2 125, 000 125, 000 
10 2 96, 500 61, YSO 2 130, 000 102, 925 
i] 9 70. OOO 70, 000 2 40, 000 27, 949 
12 l 15. 000 15, 0OO 
5) 3 86, OOO $2, 507 l 130, 000 130, 000 
14 13 (1,110,000 |1, 031, 164 1 150, 000 150, 000 
15 4 73, 000 73, 000 
l¢ 7 $22 000 319, 700 3 104, O00 15, 000 89, 000 
17 6 |1, 330, 678 |1, 141, 343 1 360, 000 2638, 750 66, 250 
1s 4 169, 000 154, 000 ? 40, OOO 40, OOO 
19 22 (1,174,200 | 749, 880 1 390, 000 175, 474 212, 525 
a - 430, 000 421, 266 5 34, OOO 12, 000 22, 000 
21 21 820, 855 478, 200 24 S38, 125 124, 400 710, 896 
23 5 73, 500 73, 500 6 197. 000 39, 000 131, 720 
23 14 411.000 370. 657 9 70, 000 37, 500 32, 500 
k 24 y 674, 000 215, 515 3 66, 700 7, 500 59, 200 
2° 372. 200 350. G66 ll 336, 000 62, 100 273, 900 
2 D5 949, 400 O84, 264 4 65, OOO 33, 750 31, 250 
2 7 30, 000 30, 000 2 74, 000 74, 000 
oN 15 $94, 000 $17, 262 y 542, 500 253, 750 288, 750 
eA) 24 7 347, 000 303, 000 l 50, 000 200 | 12, 500 
10 40) gy 311. 500 300, 874 & 230, O00 115 yf) 05, 350 
00 _ 
0) i 215 |10,354,433 |5, 214, 771 101 |4, 254, 030 |1, 222,874 | 2,924, 763 
yO w 
) Colorack ] 3 190, 200 174, 970 12 206, 880 6, 750 199, 454 
x) 2 3 47, 00 35, 500 27 610, 050 180, 257 412, 22 
19 3 j 118, 800 104, 800 14 248, 709 73,721 | 175, 078 
x) 4 5 100. 600 100, 600 15 563, 000 351, 301 208, 699 
T f 15 457, 100 415, 870 68 |1, 628, 729 612, 029 995, 452 
3 Connecticut l 4 448, 500 448, 500 9 370, 490 137, 117 225, 855 
”) 2 $ 71, 500 71, 500 10 670, 000 421, 500 248, 500 
3 ] 20), 000 20, OOO 2 150, 000 : 150, 000 
3 4 2 154, 300 154, 300 3 64, 623 15, 001 49, 623 
§ 3 61, 000 51, 000 10, 000 
ze a nena 
0) Total R —e lf 694, 300 694, 300 27 |1,316,113 | 624,617 683, 978 
32 Delaware, at large pt 5 58, OOO 58, 000 7 385, 500 252, 625 105, 875 
3 —= 
1 Florida ‘ l . 7 313, 000 189, 750 123, 250 
a7 2 l 4, 000 4, 000 14 592, 000 317, 625 256, 875 
< 2 29, 000 29, 000 10 754, 000 511, 344 163, 316 
2 4 3 106, 000 106, 000 . 450, 400 263, 575 186, 825 
5 9, 000 9, 000 8 | 219, 100 71,500 | 147,600 
t ] 12, 000 12, 000 | 7 113, 000 85, 500 | 27, 500 
7 4 5 264, 000 206, 200 57, 800 
8 3 152, 000 152, 000 2 65, 000 41, 500 | 23, 500 
I ll 312, 000 312, 000 61 |2, 770,500 (1, 686, 994 | O86, 666 


See footnote at end of table. 
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cm 3 














Oct. 1-Dec. 31, 1956; and Jan. 1—Mar,. 31, 1957 Continued 
[In dollars] 
Direct loans Bank participation in 
Con 
g2res- 

State sional Amount Amount disbursed 
Dis Num- | Amount dis -um- | Amount oi 
trict ber approved, bursed ber approved 

By SBA | By bank 
l 2 3 } 6 7 & ) 
Georgia _. . 1 2 180, 000 180, 000 1] 154, 001 191, 750 262, 250 
2 2 85, OOO 85, OOO 14 148, YOU 14Y, 825 
3 } 402. OOO 297, OOO 13 S19, O00 164, 328 
} } 15, 000 5 (0 285 1. 190, 000 $84, 000 
5 x 406, OOO 406, OOF 6 92, YOO 179, 300 
t 2 59, OO 1, OOM ] 212, 600 18, 70 
7 170. OOO 170. 000 lt 8499. OOO 12. 450 
s 3 300, 000 300), OOM ’ 273, 400 164, S90 
} 15, 000 O00 21 626, 000 118, 720 180, 728 
1 lv ) 4 64, 4s OG, LHf 
tal 29 (1, 532,000 (1, 527, 000 157 |6, 491, 800 |2, 713, 511 §, 627, 071 
Id ) 414. 750 (4 s 873. OO wn 17, 84 
< t 10 ) 4 i 4 M4 v 88, O81 
s 2 7 ! 4 4 » $ 629 ) x nT 
ll 200, OO ), OOO 
un OOo 
20, 00 ct 12, OOK s Av An) 
0.0 Tl 50). » 4 9 
»~ 4 Hh (HKD 
23, OOK O00 
iat) ny (AK) OO) 
T 5. 00 AM) AM) 
] iy (nM , VOU 
l AK) SOO 
13 60. OOO OO OO 284, O00 2, 000 yh) 
14 673. WK $y wi) mn) 
15 100, 000 OOO 290), OOO O00 
lt 1 OOO Ooo 409, AO 267, 0 42 
7 140, QUO O00 1, OOK 78, O00 154 
1S Met (Hn) 22 SM) Ay2 sO) 
19 } Ss, O00 37, SOO 220, 500 
20 S44 ) Q75 - 171. OOO $5. O00 OOo 
21 25, OOO On 81,750 28, OOO 7 fi 
22 1¥8, OOO 126, 250 7 
2 (0 , OO 182, OO ; AM) 500) 
o4 46, OOO ( 250 TO) 
25 l O00 On 590, OOO $50, 500 682 
tal be Ss $ 4; 615, 750 | 2, 424, 050 », Uob 
Indiana.....-. ss 20), OOM O00 
8. 710 7 421. (XK 252, 500 SOO) 
403. OW) 326, 375 , 128 
66. OO v0 220), Fin 2. WW 000 
22, 500 500 043. 000 400, 450 312 
Pall (Hn) Ww TAK) (nn) 
110, OOF SOO) SOO) 114, 750 750 
697, 50K 9, 250 250) 
QRS, OOK 109, 250 50) 
10 13 nM (Wn SOR. BOO 234, 000 H00 
i] 10, 000 Wn 162. 500 2 62 87 
T yt 210 rt 172 y l 1), FO 162 
Iowa. $4, YOK 149 06, 4 189, 22 , 225 
327, OO 17, SAD 150 
4127, 94 ), 950 19) 
0). OOK KX) 3 (MM RS 125 
W 7, HOO G00 
26), 50K $16 012, OO 97, 154 $46) 
13. 000 wn l ”) 280) 420) 
”). 500 500 129.8 390). 111 39 
24, YOK l 440) 45, O04 19 


See footnote at end of table. 
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[In dollars] 














irect loan Sank participation loan 
Cor 
“d eres 
a Stat ional Amount Amount disbursed 
Dis- Num Amount dis- Num- | Amount 
nk trict ber ipproved| bursed ber approved 
By SBA | By bank 
l 2 4 4 . 6 7 8 9 
Kansas i 1 7 $79, 000 465, 163 20) 625, 395 310, 310 271, 584 
2 10 2404, SOO 274, 155 14 616, SOO 168, 820 445, SO 
3 7 91, 000 91, 000 17 527. 500 119, 625 374 
4 21 348, 500 346, 021 60 |1, 503, 300 623, 185 f 
5 16 932, 329 930. 728 38 (1, 240, 200 624, 315 549, 885 
6 3 169, 500 169, 500 29 (1. 132, 900 500, 306 608, 612 
Tot 64 |2. 314, 829 |2, 281, 567 178 |5, 646,095 | 2. 346, 561 3, 090, 551 
. Kentuck ] ; 140, 000 131, 765 1] 273, 200 103, 070 
71 2 l 16, 000 16, 000 10 583, O00 
3 l 60, 000 60, OOO 10 627. 300 » ox 
“4 { ] 65. 000 52. 700 6 149. O00 105, 250 
O81 2 5 s02. OOO LUO, 787 
i" 4 290), OOO 290), OOO 5 113. 500 04, 451 19, 049 
“bo 7 2 64, 000 64. 000 10 $46, 360 150, 719 204. 641 
s 2 113, 266 94,612 Ss 255, 900 117, 475 138, 425 
AD 
I 14 678, 260 639, O77 65 |2. 800, 260 |1, 172, 435 1, 627, 612 
WW) 
aM) Lou 1 1 = «My) 5, OOO 2 ] OOO 155, 000 
é 2 ] 4 O00 2 GOD f 18, 000 6, OOO 342, OOO 
1( WM) 105, OOO 
OOO j 2 2, ON $5, OOO 7, OOO 
O00 2 153, OOO 114, 74 $8, 250 
OOO 6 ; 203, OOO 148. AM +. 500 
MW) j lt mn) 165, OOO ( 525, OOO 2 LOS A) 
OOO ~ 1 125, OOO 125, 0OO 
AM) Tota 7 209, O00 207. 909 25 (1, 841. Of 370, 500 1, 470, 500 
O00 
O00 Maine | j 3. 600 3, 600 8 390, 000 176, 750 202, 732 
4.2 9 5 46. 500 46, 500 2 60. 000 l 0) 15.000 
154 3 3 33, 000 33, OOO $ (1,057, 700 46, USS 54, 109 
wn 
nM) Tota 12 83. 100 83. 100 14 11. 507. 7H 8 738 301, 841 
(Hw) 
7 Marvland l ] 5 ww 5 (MM) f 52 AOD 71. 5 180). O35 
fl ) ; 175, OOO 145, 897 t 206, OOK 142, 5, 500 
sO) 2 4 1451. 000 106, 000 2 40, OOD YO OUU 
A) j 2 225, OOO 125, OOO l 100, OOO SO, OOO 20, OOO 
O82 l A, OOO 37, 500 12, 500 
6 l 25, OOO 25, 000 14 811. 000 287, GSO 387, 050 
Ot 3 OO. OOO 67, 500 29 OO 
O00 To 11 ASI. OOO 406, 897 30 (1, 599, 500 687,015 1, 485 
om 
125 M chnsatt l 7 140, OOO 40. OOM 0. OOO 
ww) 4 ] 10, OOO 10, OOO 2 23, OOK 6. OOO 200 
312 3 2 29, 000 29, O00 3 1, 000 15, 750 85, 250 
000 { 2 138, 000 26, 000 il 347, 500 189, 004 158, 496 
750 11 240, 500 995, Hi) ( 101, 000 15, 750 85, 250 
on) 6 f 126, 000 123, 000 ~ 231, 500 1, 250 163, 250 
750 2 25, OOO 25, OOO 2 60, 000 1, 000 9, 000 
600 x 3 25, OOO 21, 000 
87 9 7 382, OOO 207, OOO y 607, 500 256 245, 166 
10 2 41. 725 4(). 295 5 L157. OO% 3, 750 63, 250 
162 il j 85, OOO 85, 000 3 165, 000 60, 000 102, 450 
12 4 | 175,000 | 165, 000 
295 13 9 & FOO &, 500 | 30, 000 2), 625 6, 875 
150) 14 3 38, OOO 38, 000 6 345. OOO 74. 500 265, 500 
1 
125 Total 19 (1,323, 725 |1, 093, 225 63 | 2, 309, 100 874, 8S 1, 299, 687 
0) 
x46) 
$20) See footnote at end of table. 
sy 
) 
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{In dollars] 
































t il Bank p | 
Con- 
gres- 
State sional Al An i “ 
Dis- Num- | Amount Num- | Amount 
trict be approved! b ber pp ( 
By SBA! B rank 
1 2 3 ' 7 ) 
Michigat l 1 35, 000 85, 000 1 000 500, 000 
2 2 207. OOO 202. 000 6 O00 85, SO 299, 500 
3 3 156, 000 156, 000 4 iM) R® 250 9 950 
4 F O00 Om 145. 000 
5 2 110, 000 110, 000 ~ 100 272. 7R2 | 248, 455 
6 l 25.000 25, 000 4 2 O00 9. 600 249. 400 
7 4 $62, 000 339, 213 7 745, 000 531, 041 | 213. 059 
8 9 827, 500 2, 187 | 315.313 
¥ 2 30, 500 30, 500 4 192 000 S57. 750 
10 1] 475, 500 313, 400 
11 3 156. 000 156. 000 a 149 400 21. 047 
iv 2 GO 20, 000 | 
13 ay 288, OOK 278, 000 l )», OOO 
14 "| 180. 485 1] 50. O00 37. 500 12 500 
15 5 204. 500 204, OK l 20, 000 20 OOO 
16 3 162. 000 162, 000 3 284 (KM 60. 500 Y 
17 3 115, 000 115, 000 3 ~40, OOO 72. 210 64, 690 
18 2 90. 000 ”) OO 6 341, OO 8 j 255. 623 
Total ss | 41 |2,.194, 000 |2, 083, 698 85 16, 030, 404 2. 857. 661 2, 90 53 
Minnesota ] 2 21 M 21, 500 11 475. 800 ») 445 
9 5 103. 000 l ny a) Mii 10 632. O57 
3 ) ww) ww) ; ] wh) ty S34 
{ ” ») } m™O NK) ISS, UO; 
5 10 3] 00 OO 11 860. OOD 93 ) 
f} 2 OR. OM m (0 20 R SW) 13. Ri 
7 4 4 500 4 ) lf R SOO 4492 1) 
& l 6. 800 6. 800 6 04, 30K 9,475 | 
) . sh 738. O 7 , OO ) wi 
Total ae 31 772, 100 772, 100 103 (3,971,340 (3,056, 085 BRL. 405 
M ississipp 1 ] 36, 000 36, 000 7 190. 000 #000 4 000 
2 t 331. 000 186, 000 145. 000 
3 3 24. 644 226, YR3 97. 661 
4 3 216, 000 21 YOO ; 140. 000 135, 000 
i ] 6. 000 6. OO 6 3). OOO 37, 500 | 492. 500 
6 6 233, OOO 233. OO 13 682, 500 376, 225 06, 274 
Total.. 1] 491, 000 491, 000 38 | 2, 198, 144 122, 708 | 1, 270,435 
Missouri... 1 i 90, 000 1), OOO 3 105, 000 250 29, 750 
2 5. OK) 8. ODD 5 207. 000 100. 000 7.000 
3 15. 000 15, 000 3 97. 800 5. AOD 39. 300 
4 2 0, 000 45, 668 1] 509, 32 226, 855 264, 466 
0 12 4 436, 831 3 164. 500 244. 250 
6 3 617 53, 617 18 747, 000 | S01. 556 
7 2 30. 000 24, 147 14 6 600 414. 600 
~ l 12. 000 12. 000 9 1. SOO } 1, 628 
gy 3 70, 000 79, 000 13 414, 850 | 27, 618 
10 > A) Oi 0, 000 ; 250. 000 l 17, 378 
ll 3 130, 000 130, 000 7 384, 000 47.095 215. 833 
Total... 35 |1, 084,017 990, 263 99 |4,187, 571 , 029 133, 376 
Montana.-_--- ee 1 9 549, 500 533, 030 19 $27, 000 Ri), 87 39,12 
2 5 86, 000 &6, 000 33 11, 407, 423 376. 110 374, 868 
Total.- re 14 635, 500 619, 030 62 |1, 834, 423 456,985 | 1, 183,903 
Nebraska..-. c l 5 190, 500 7, 800 24 (1, 108, 000 323, 280 677, 733 
2 2 27, 200 350 22 874. 600 $24. 425 482.175 
3 7 161, 000 161, 000 28 981, 500 156, 17 777,75 
4 6 126, 000 121, 000 19 657, 500 433, 000 203, 335 
Total a 504, 700 494,150 93 \3, 621, 600 |1, 336, R80 2. 140, 998 
Nevada: At large__. ) 485. 900 438, 500 ] 256, 000 230, 400 25, 600 


See footnote at end of table. 
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[In dollars] 





Direct loans Bank participation loan 
Cor 
res. 

State sional Amount Amount disbursed 
Dis- Num Amount dis Num- {mount i 
trict ber ipproved|) bursed ber ipproved 

By SBA | By bank 
1 2 5 1 t 5 ; 
. New Hampshire. l 1 25, 000 25, 000 3 135, 000 60, 000 75, 000 
2 3 70, OOO 70. 000 j 364, 000 204, 600 69, 400 
Total 4 95, 000 95, 000 10 499, OOO 264, 600 144, 400 
ew Jersey l 9 576, 000 571. 000 13 260, 000 155, 750 104, 250 
, 2 s 71, 30 56, 300 14 450.000 | 274. 850 175, 150 
; 3 130, 000 102, 100 1 25. 000 25, 000 
4 3 20, G00 20, 600 l 25, 000 18, 750 6, 240 
5 197, 000 103, 000 92, 435 
6 1 25, 000 25, 000 4 $40, OOO 231, 000 159, 000 
i 6 £44, SOU 123, 175 241, 125 
8 l 100, 000 100, 000 337, 000 153, 750 143, 250 
y 2 $0, OOO 10, OOO 2 40, OOO 10, 000 30, 000 
10 l 150, 000 150, 000 t 327. OOO 132, 500 194, 500 
11 l 20, 000 20, 000 l 150, 000 150, 000 
12 2 110, 000 110, 000 4 265, OOO 111, 000 154, 000 
13 ) 14, 500 14, 500 
14 l &O. OOO OO. OOO l », DOO 75, OO6 
Total 34. 1, 346, 400 (1, 298, 500 63 (2,990,800 (1,313, 775 1, 549, 960 
New Mexico at large 7 630. 000 SHR. 845 10 326. OOO OR 125 $54. 875 
New York { 188. OOO 188, 000 { S84. OOO 15, 000 74, 000 
l 75, OOO 75, 000 l 15, 000 15. 000 
{ l 20), OOO 20. OOD 
l 6, SOO 6. SOL 
~ 62. 500 346. 417 l 60. OOO HO. OOO 
4 ] OOO 75, OOO 
10 ] 4) OOO 0 OOO 
1 
12 2 270. OOO 200. 6S 
i? 
1 
lt l 175, 000 87, SSO 
17 6 7 OOO 34. O00 2 SS, O00 RS. OOO 
18 
1v 2 110, 000 LLO. OOK 
2 ] 2,300 2, 30 l 30, OOO 30, OOO 
21 
99 ] 4, 000 50. O00 
2 O00 $5, OOO 
24 ] 250, OOO 200, OOO 
oF l 100, OOO 100, 000 
2t 2 200, O00 153. 100 4 9? OOO 
2i | 40, 000 40. OOO 
28 7 50, OOO 190, 750 
20 l 40, OOO 10, OOO { x). OOO 146, 133 
0 l 50, OOO 50, OOO ] 1) OOO 
: 0 5&8. AOO 205, 000 
$2 O85, O00 ¥0, OOO 45, 000 
33 l 45, OOO 45, 000 { 55, OOO 22, 250 32, 750 
34 40, O00 26, 000 14, 000 
BS 3 94, 800 70, 800 $ 293 O00 135, WOO RS OOO 
36 2 170, 000 170, 000 365, 5OL 192, 199 145, 608 
s7 2 170. 000 170, 000 l 36, Of 36. 000 
38 ] 75, OOO 75, 000 2 120, 000 42 (MM) 72. OM 
3y l 35, OOO 35, 000 
4() 
41 l 21, 000 21, 000 
42 2 328, 000 87. 446 °°) 716 
43 5 396, 000 30, 000 364, 9OS 
Potal 42 3,099, 400 | 2, 834, 265 62 4,422,000 1,071,278 | 1,871, 466 


See footnote at end of table 
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n dollars 





Dire Ba | oan 
Con- 
gres- 
Stat sional Amount Amount disbursed 
Dis- Nun A unt - Nun A 1 
trict ber pproved| bursed ber pp 
By SBA | By bank 
l 2 5 $ ( & ) 
North Carolina_--_- 1 l 10, 000 10, 000 3 100. OOO S2. FM , 500 
2 2 000 Om { 500 204, 300 700 
3 . 000 l 4 SOW) 309, OOO 3, 500 
4 2 35. 000 35. 000 6 AO) 154, 750 
5 { 125, 000 AO. O00 
6 5 142, 000 19, 000 
7 4) 114, 00 114, 004 1 561, OO 217, 87 43, 125 
g 1 100. 000 S&. H62 { 255. OOO 67, 500 149, 5O7 
Q l 5 On) nn F 182. OOK $44. OOO SS OOK) 
10 8 135, 000 161, 750 173, 250 
ll l 12, 000 2, OOU 2 YS, OOD 84, 050 13. O50 
19 
lo l 20. OOK & 662 2 796. SOK 21. 42 834. 472 








Ohic 1 ] 5 (y Wy 9 AO. OOF 4 O00 61 On 
/ ) ' | 2 ooo » MM) 
() ! } 5 
{ ‘ wt 614 OR Re 
{ sé (y 2 (R4 } 11¢ 
¢ 7 VK) nn te v0 
” » 9 24 % G4 104 i 
x { “) O00 
4 s4 4 lt ( “ 2 AOD 
RQ (M mw ") 
] ( } x { " 1] 78 
} ( ui S77. UOY 
{ mn nH ‘ j (\. 476 
j O00 
‘ (ny 4 7 4 ( QA7 - lf 99 
} A) ON 4 QTR x { ; 
12 ( ( Onn 04 () 130. 450 
) » | S iM 6, 200 1 iM 
XY 5 234. ( 234 " 
) 7 7 AM " 4 +2 thn) 1s. (HM) 
, ty (MM) t { 
79 ) 0 j 2 RS O00 5 (i 5 000 
Total 59 RH2. (i 570. 02 1 6, 122.043 2. 168. 672 649 
Oklahoma l 144 ( 14. 000 ( 150. OO 600 138. 400 
9 2 ( nn & 15 ( 24 x 4 200 
2 ww) W 267 uM ) () 7 
{ HM). FAM 4 (5K 146. 450 
{ R4. 4 &4 "V3. Al 18. 87 49 62 
f 4 4 ‘ 6S 14 } 18 ») 
I 7 i 71 5 441,77 * S14, 444 114,74 
Oregon ] 7 6. OM ( Wn f 231. OO 231. OOK 
2 we 7 () 408. 24 4 ( OA) l ao 
1] 204 906, 230), 9 177, FO 
4 ~ 675. 000 657. OOK l 5 On 2. 000 
rot 5 }2,025, 000 |1, 89 } 15 s ( & TAO 18. 250 
Pennsvl\y ] { WY OW we wy 15. O00 1. 250 STA 
2 7 te (0) ® OOO 7 4 OOD 20 ADD 169. SOO 
» 520. OOO 5 On OK 80 400 600 
4 ( 93. 000 2 O00 ] 1.000 2 O00 2 O00 
‘ ) r 
{ ms (MM) me (MN 140. O00 i) B®, OO) 
t t 97. SOO 2 ‘hI F 4107. OOO 265. OOO $2 (XK) 
7 s 181. 800 IR]. ROK ; 162. OOO 284 OOD 178, 000 
% ! ) (M ) ( 4 { 105. OO 
y 6. OO 6, OOF R 1 OOO 29 1% 129 
10 2 BK 2 50 . 654. OO 109. B50 139 
17 4 - 
s44 (My) lf 9 { 4‘) 
12 OO 10. 000 ( 52. OO 2 s J Ot 


See footnote at end of t 
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[In dollars] 





footnote at end of table. 



















































Direct loans Bank participation loans 
Con- 
gre 
Stat sional Amount Amount disbursed 
Dis Num- Amount dis- Num Amount 
trict ber ipproved| bursed ber approved 
By SBA | By bank 
l 2 3 { 5 6 7 8 9 
ennsvivania-.. e 13 l 12, 500 12, 500 7 485, 000 264, 500 220, 500 
14 2 50, 000 50, 000 7 291. OOO 
15 5 161, 000 
16 1 75, 000 75, 000 4 312, 000 b 
17 9 742, 600 380, 500 312, 106 
IS 1 22, 000 22, OOO { 60, 000 21, 500 21, 000 
19 4 200, 000 8S, 5O0 106, 500 
20 2 130, 000 105, 000 25, 000 
91 . : l 150, 000 150, 000 
22 l 100, 000 100, 000 3 85, OOO 7, 500 77, 500 
23 
24 2 80, OOO 80, O00 2 205, 000 201, 641 
25 l 75, 000 75, 000 
5 l 48, O00 34, 000 3 68, 500 29, 500 $9, OOO 
27 l 50, OOO 42. 500 2 185, 000 27, 000 338, 000 
28 3 330, 000 330, 000 
29 
30 2 545. 000 120, 000 165, 000 
Tot 9 2,358, 300 (2, 270, 800 114 |8. 313, 600 (3, 853, 850 3, 609, 177 
I I t l F 47, 500 $7, 500 313, 000 135, 000 178, 000 
93, O00 93, 000 248, OOF 37, SOO 186, SOS 
140, dt 14 S00 61, 000 172, 800 364, SOS 
20), OOO 20), OOF 
, OOO 117,000 
132, 000 100, 500 
25, OOO 25, 000 70. OOO 17, 500 
55. OOO 37. 500 
123, 000 3. O00 225, OO 180, 000 
148. 000 108, 000 872, 000 378, 250 $72, 500 
104, OOO 194, 000 545, 200 415, 906 204 
14, 000 14, 000 99, SOO 72.410 . 090 
208, OOO 208, OOO 644, 700 488. Sif 156, 384 
77, 000 77. 000 303, 800 182. O50 
755. 800 749, 300 995, 325 549, 809 
410, OOO 40, OOO 10 H48. O00 456, 500 181, 450 
4 l 40. O00 410. OOO 7 402, OOO 332, 050 69, 950 
70, OOO 70, 000 104, 000 000 12, 000 
(1, 427 71, 427 173, 000 250 136, 750 
294. OO0 95, 950 128, 050 
331, 500 36, 750 204, 126 
50, 500 0, 500 100, OOO 37, 500 62, 500 
104, 727 O98, 227 281, 625 738, 909 1, 495, 092 
59. AO 59, 5OO 205. 0O0 157, 500 
85. 300 8&5. 300 44. 700 19, 800 
150, 000 150, 000 237, 000 153, 294 
135, 000 135, 000 5, OOO 3, 750 
834, 613 $21,613 461, 500 209 
12, 000 12, 000 76, 500 37, 5OO , 000 
12, 000 12, 000 246, 500 , 449 , oul 
519. 800 519. 800 55, OOO , 893 , 107 
12, 500 12, 200 584, 200 , 500 , 200 
108, 500 , 500 171, 600 , 600 000 
60, 500 , 500 419, 142 , 048 0 
23, 5OO , 500 232 O00 A) 
367, 000 , 992 
136, 300 136, 300 605, 000 , 666 
420, OOO 420, OOO 865, 500 aio 
. 100 99, 100 787, 500 , 905 529, 293 
100 3, 100 660, 617 215, 310 402, 907 
83, 275 83, 275 692, 000 149, 450 536, 700 
20, 000 20, OOO 626, 273 120, 750 505, 523 
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) 
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Direct il Bank i] 
C 
gres 
State siona {mount Amount disbursed 
Dis A int lis Nu \ 
trict app i; bursed ber appr 
By SBA By Dank 
] 2 4 f s ) 
Texas 20 t 30, OOO 00 S 334, SOF ; | 
21 2 OOK 000 4 173. OO 151. 800 
1 al t 2,859, 988 |2, 84 RS 17 19,8 732, 501 SH), G2 
Utah ya wn on wn 9 { uM 185. 750 157. 250 
2 s if ( 12. 726 152, 274 
rotal 2 7 7 265. 000 14 TOS. O mm 47¢ {00 524 
Vermont: At largs 4 203, 000 203, 000 18 |1,079, 82 518. 7A0 389. 246 
Virgini ] 2 17, 000 17, 000 { 545, O01 127, 50 417, 5O 
2 l 125, 0UO 125, 0OO 7 653. 000 348, 124 27%, OSU 
3 2 20. 000 000 g | 468. 50 319, 185 102, 315 
$ l 150. O06 150, OOK 2 R5. OK 85, OOO 
1 2 500 500) 7 214. O50 59. 90 
0 4 274, 750 58, 2A 
lt WO Wn 5 187.2 66. 7 
» 4 54 130 (0). 874 
4 », VOD 00 lt 10 1 OM 
19 4 39 () ) 100 
a l 4 600 su tin 4 952 AON O88 1 RO OT 
Was gtor 1 f 184, 000 1. 841 7 74. 000 944. 341 120. 609 
2 ) 250 2 kes } 4). +t hol > , 
4, OO0 JA( OO 
4 g én 1 $32. 00) » On 407. 648 
( 168 u 168 “ s 314. 404 &2, 400 196, 9] 
a 4 2 " ) RA 21 i 11 XH S20, TRS 
i 4 ; 1, OOF s 79 ( S07. Af & 344 » 430. SA 
Wwe Virgini x W 81. OO » 
, F \ 7A) 14.92 
3 2 125. OO OK 1 ( 14.091 63. 409 
} 2 } mn RR DK 14. 000 f FAO 17 mi) 
5 1 53. D5 2 121 ) 104, 950 
1 50, OOK OO i9 11, 250 0) 
J " R, DH 316. 51¢ 19 64] \ 414. 391 217, 109 
W isconsir l 16 11. 116, OO 616, 696 , 910 
~ l 16, 21 214, 10 251. 056 
) 205, ¢ 2 142. 650 
: } 84) TO. OOO 
2 { " ) >t ( 
{ i] y Mi 
7 330, OM if 169 ”) 
s 1 (Wy nv RIS (Hy 13 A) 272. 56Y 
) 2 18, 000 18. OO 9 37 (x 176, 24 127, 284 
l 19 148, 2 158 143, 117 
Total : ); 13, 000 109 4. 397.152 1. 09 1. 929. 973 
Wyoming at large 2 27, OO 27, OOK 14 517. OO 195, Gu 291), OR 
Alaska l 3, 300 , 10 ) 1.117. 806 394 i). RE 
Hawaii 35, 00 35, OO 10 243. 5K 188, 25 On 
Puerto Rico 5 9&8, 250 Wi, 2 5 R7_ OM 4. 750 14. 750 
District of Columbia 7 210, 750 207, 233 f 593. OO 87 5) 355. 500 
This tabulation reflects a combination of data previously developed and reported in 3 different 
tions cover loans on which disbursement was tiated during (1) the period from Aug. 1, 1953 to 
1956 (published in the Final Report of the Select Committee on Small Busine House of Representative 


84th Cong., H. Rept. No. 2970); (2) the calendar quarter ended Dec published in pt. I of the hear 
ings befor Subcommittee No. 2 of the Select Committee on Smal! i House of Representatives, 
85th Cong., Ist sess.); and (3) the calendar quarter ended Mar. 31, 1957 (to be published in pt. II of the hear 
ings before Subcommittee No. 2) Amounts reported as disbursed do not necessarily represent the total 
amounts disbursed to date on the particular loans involved since the three different tabulations each covered 
only those loans on which disbursement was initiated during the specified period and for such loans reflected 
the amounts disbursed during that period. Thus, disbursements during the quarters ended Dec 31, 1956 
or Mar. 31, 1957, on a Joan for which disbursement w begun prior to Sept. 30, 1956, we not included in 
the data for those 2 calendar quarters 












Source: Office of Controller, Budget and Reports Division, May 29, 1957 
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Mr. Tatie. Would the gentleman yield? 

Mr. Parman. Yes. 

Mr. Tauue. Do I understand the bill you are speaking of now will 
be introduced as a substitute for the Multer subcommittee bill? 

Mr. Parman. No, there is no substitute. Mr. Multer’s bill did not 
come out in time for us to have a meeting of the whole committee. 

I expect to have the whole committee meet and we might merge 
them or accept Mr. Multer’s bill. 

But we want to have the whole committee pass on it. 

Mr. TALE. I see. 

Mr. Parman. Do you have any WOC’s working for you, Mr. 
Barnes? 

Mr. Barnes. No, sir. On what you just said, Mr. Patman, there 
are a number of things I would want to put in the record. We have 
made a number of loans over $250,000 where the bank took the excess. 
f would like to introduce a schedule at this point, showing the number 
of those loans, and what the amounts were. 

Actually, there were 77 applications in the total amount of $25 
million. 

We approved 36, for 12,856,000. 

All those loans were in excess of $250,000, On the purchase muni- 
cipal bonds, and obligations in order that you and the committee would 
have an idea of the amounts involved in this, I have a list of some 
of the substantial pure ‘hases made by the Reconstruction Finance C or- 
poration of municipalities under that provision of the law, which, if I 
inderstand correctly, you are referring to. 

Mr. PatmMan. Yes. 

Mr. Barnes. [ would insert that in the record at this point. 

Mr. Parman. I ask that be inserted in the record, Mr. Chairman. 
That is along the line we would like to have. 

(The information is as follows:) 


Reconstruction Finance Corporation, Office of Loans, Public Agency Division 


Borrowe Project Amount 
} 
( olitar W ote Department of outhern Califor 1 A quiee net S179. 184 N00 
f Arkansa Highways 136, 330, 557 
} igh I el Authe inel 107, 750, 000 
California Toll Bridge Authority Bridge 70, 764, 397 
New York City Lun Authorit Funnels 44, 000, 000 
\ inia Turnpike Comn on Highway 37, 431, 088 
Cleveland, Ohio lransit systet 29, 500, 000 
Los Angeles, Cali Water and po 98 200. 000 
Philadelphia, F Gas 20), 500, OO 
Public Utility I trict No. 1, Pend Oreille County, Wash Hydro-elec 16, 791, 000 
‘ Orleans, La I ige 13, 000, O00 
Wasl lransit ster 10, 700, 000 
ennessee Valle Authority Powe 8, 300, COO 
ti N. Water-sewe 7, 200, 0% 
Middle Rio Grande Conse incy District, Albuquerqne, Flood eontrol 6, 240, 000 
Mex 
Angeles, Calif Water system additional 5, 500, 000 
nes Beach State P “ Authority, N. ¥ Be ch in provenients 5. 050, 000 
ashington Toll B ge Authority, Olympia, Wash Bri: lee 3, 520, 000 
tate of Georgia Buildings 2, 240, 000 
\ iag Frontier Brid Commission, N. Y Bride« 2, 547, 000 
Mobile, Ala Tunnel 2, 500, 000 


Mr. Parman. Mr. Brown said I could use the time he didn’t use. 
[t was five minutes. 
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The CuarrMan. | don’t think that is in accordance with our rules. 

Mr. Patrman. You approved it in the case of Mr. Talle and Mr. 
Mc Donough. 

The CuHarrMan. That is not what we did this for; to give everybody 
an opportunity. 

Mr. Parman. Well, I want an opportunity to interrogate Mr. 
Barnes when nee comes back. 

I am not urging him to stay here for it, but I think we ought to 
take sufficient time on this bill, Mr. Chairman, because it is very 
important. 

The Cuatrman. Mr. Widnall ? 

Mr. Wipnati. Thank you, Mr. Chairman. 

I was very much interested in your remarks about Puerto Rico, 
Alaska, and Hawaii. Do you have many small-business loans in 
Puerto Rico? 

Mr. Barnes. They are increasing. We have an office over there 
that is functioning. I can give you the exact number. We have 
approved 73 loans in Puerto Rico. 

I would say that our operations over there now are just getting to 
a satisfactory level. 

We have great problems. It has to be a bilingual office and under 
Puerto Rico law all of the documents in connection with the law 
have to be in Spanish. 

Therefore, we had a translation job that took some time. 

Then we have some peculiarities of Puerto Rico laws that do hot 
exist up here. There are concepts of usufruct, for instance, instead 
of free title. Some of the financial corporations in Puerto Rico loan 
on an usufruct title, which is something I can best describe as some 
thing like squatters rights. 

We are working on these problems one at a time as the loan dockets 
come in from Puerto Rico and they are being closed. 

We are having a problem, furthermore, in recording our mortgages. 
When you operate under Spanish law, there are diflerent require- 
ments. 

There is approximately a 6 —_ lag in recording documents. 
and you may have a problem of getting a priority of your lien, and 
also you employ certain local offic’ ials to actu: ally do certain manual 
recording. 

Generally speaking, I think we are going to make some loans over 
there. We had difficulty making bank participation loans. The 
normal bank rate is higher than in this country. 

Mr. Wipnati. The point lam getting at is this 

How many of these loans are made to new corporations or mainland 
corporations that have gone to Puerto Rico to take advantage of their 
no-Income-tax feature. 

Mr. 3ARNES. My recollection is none are new corporations or cor 
porations that have moved from the mainland to there. They have all 
been in existence, all the loans we have presently approved, are to con- 
cerns in operation in Puerto Rico for some period of time. 

Mr. Wipnatu. I would be very much interested if money we collect 
from taxpayers here through income taxes is cone down there to fi 
hance comps inies that pay no income tax. 

Mr. Barnes. I have seen a list of companies that have moved from 
here down to Puerto Rico and they are in almost all instances large 
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companies. There are very few small companies which have moved 
down to Puerto Rico. 

Mr. Wipnati. The figures you show indicate 58.4 percent of the ap- 
plications you have received have been approved, during that last 10- 
month period. 

Mr. Barnes. Yes, sir. 

Mr. Wipnatn. If you were to go into a program such as envisioned 
by Representative Patman, it would mean completely liberalizing the 
lending operation of the Small Business Administration, in order to 
use up the amount of money that he talks about. Isn’t that so/ 

Mr. Barnes. Well, sir, it would mean that there would be less re- 
striction if you refer to the fact there would not be security required, 
in connection with the loan—if that principle was est: ablished—and 
| do not mean to say that that is the intent of H. R. 7474, but it is possi- 
ble to interpret it in that manner, and I merely urge that there be legis- 
lative history established on what is inte nded. 

Mr. Murrer. May I suggest youre talking about different things. 

Mr. Barnes. Are we/ 

Mr. Murer. I think so, 

Mr. Wipnaui. I spoke about Mr. Patman’s suggestion to increase 
the size of the fund, and not the Multer bill. 

Mr. Barnes. I can’t anticipate what would happen, exactly, if there 
were no loan limit on at all. 

I think of most small companies that have talked to us, their needs 
and requests have been well under $250,000, 

Our average loan is $47,000. 

The Cuairman. Gentlemen, your time has expired. 

Mr. Multer. 

Mr. Muurer. Thank you, Mr, Chairman. I agree with one of my 
colleagues who referred to your statement as a good statement, but 
in all fairness, I am afraid I must say there are many parts that I 
do not for one minute, though 1 do not infer any bad faith on your 
part, or misstatements, but I do suggest your statement is not con- 
sistent with the record as developed before the House Small Business 
(Committee or as we have developed the facts in the field. 

You know that from time to time I have patted you and your 
Agency on the back when I found you were doing a good job. I 
intend to hit you just as hard when I think you are not doing a good 
job. When we get outside of the 5-minute rule, I will give you an 
opportunity to answer with facts charges that your Agency was 
ineffective in dealing with various matters within the jurisdiction of 
the Small Business Administration. 

Mr. Barnes. <All right. 

Mr. Muurer. All I can do under the 5-minute rule, is to refer to the 
change in language as to your authority to make the loans and what 
criteria you shall use in making the loans. Under existing statute is 
it not the fact that the discretion and judgment in making the loans 
is vested solely in the Administrator ? 

Mr. Barnes. In making the loans—yes, sir. 

Mr. Mutrer. You use your judgment and your discretion in making 
the loans, or disapproving the loans, in accordance with the policies 
laid down by the aged Policy Board? 

Mr. Barnes. Yes, s 
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Mr. Murer. You are familiar, are you not, with the language of the 
Export-Import Bank Act? 

Mr. Barnes. Yes. 

Mr. Mutter. Is it not a fact the language now suggested for the 
Small Business Act is precisely and identically the language used in 

the Export-Import Bank Act—to wit: The loans shall be made in 
accordance with, and now I refer to the precise language of the 
Export-Import Bank Act, as follows: 
in the judgment of the Board of Directors, offer reasonable assurance 01 
repayment. 
And that is the only criterion in that act for making loans. 

Am I not right? 

Mr. Barnes. Yes, sir—with this addition—that my impression is 
that we make a great many more loans—I mean a larger volume, and 
there, of course, there is a Board of Directors passing on a specific 
type of loan in foreign trade, whereas ours is a little different, in 
that it is an individual situation, and the variety is likely to be some- 
what greater. 

Mr. Murer. May I suggest the only real difference between their 
operation and your operation in the lending facilities is they make 
Joans in the millions of dollars. individual Joans in the millions of 
dollars, while your loans are much smaller. 

I think their average loan is $6 million per loan, where your average 
is $40,000 per loan. 

Mr. Barnes. Their loans are based, as I understand it, on paper 
that is created in foreign exchange transactions, and there is not the 
same thought of having security—having the same type of security 
that has been expressed in loans to individual businesses. 

Mr. Mutter. The testimony before our committee, as printed in the 
printed hearing of the Small Business Committee, Subcommittee No. 
2, given to us by the President of the Export-Import Bank, indicates, 
except for the amount of the loan, there is very little difference in the 
operations. They operate as a bank. They make sure there is rea- 
sonable assurance of repayment. 

They are in the main making their loans to Americans who are 
buying goods in the United States and shipping it abroad, and all of 
their payments, all of their loans are repayable in dollars, not in foreign 
currency, but in dollars. They may take a guar: inty, In some in- 
stances of a foreign company, or of a foreign government, but in the 
main their operations as a bank, as a lending ‘fac ilitv, is exactly the 
same as the Small hiahinions Administration, except. as I say, in the 
difference in amount. I am now relying for that statement on the 
testimony the president of the bank gave to our committee. 

So I say, when we take the language out of that statute and put 
it into your statute, we are not taki Ing away from your power, but 
rather giving to you a greater and broader right to exercise discretion 
in the making of loans, and at the same time t aking away your right 
to say to a particular borrower, “You do not have e snough collateral.” 

I think that is all that this does. And I say there is nothing in the 
statute now under which you are operating which says that you must 
seek collateral. The loan must be of sound value, or give reasonable 
assurance for repayment. | 

Am I not right ? 


~_ 
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Mr. Barnes. Yes, sir. 

Mr. Mutrer. So that what has crept into the administration of 
this thing in requiring collateral is either because of the judgment of 
the Administrator, or because of the action of the loan policy board. 

Br. Barnes. Yes, sir, with this exception: The present law says it 
must be based on sound value or be so secured as to give reasonable 
assurance for repayment. 

Mr. Mutter. Sound value, or reasonable assurance for repayment ? 

Mr. Barnes. Yes, sir. 

Mr. Murer. And the “or” there is an alternative / 

Mr. Barnes. The mention of security has been carried into the 
legal interpretation of what is soundness in a loan. 

It means—— 

Mr. Mutrer. Then you mean the language, the alternative in the 
language, is meaningless. 

Mr. Barnes. Our interpretation is that the “or” in effect means 
“and.” There must be sound value and there must be collateral—the 
assurance must be collateral. 

Mr. Mutrer. The “or” is meaningless ¢ 

Mr. Barnes. The “or” actually means “and.” 

The CHarrmMan. The committee is recessed because of the call of the 
House. The report of the Appropriations Committee is under con- 
sideration. 

The committee will adjourn until tomorrow, to meet at 10 o’clock. 

Mr. Barnes, you can come back next Thursday, I take it ? 

Mr. Barnes. I will be available Thursday morning, sir. 

The Cuarrman. We would be glad to hear your further statement 
at that time, Mr. Barnes. We are indebted to you for coming here 
this morning. Thank you. 

Mr. Barnes. Thank you, sir. 

(Whereupon, at 12:10 p. m., the committee adjourned to reconvene 
at 10 a.m. the following day, Wednesday, May 15, 1957.) 
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WEDNESDAY, MAY 15, 1957 


House oF REPRESENTATIVES, 
CoMMITrEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met at 10 a. m., Hon. Brent Spence (chairman) 
presiding. 

Present: Chairman Spence (presiding), and Messrs. Brown, Pat- 
man, Multer, Addonizio, Mrs. Sullivan, Messrs. Vanik, Rutherford, 
Breeding, Talle, Kilburn, McDonough, Widnall, Betts, Hiestand, 
Henderson, and Chamberlain. 

The Cuarmman. The committee will be in order. 

We will resume the hearings on the extension of the Small Business 
Administration. 

The clerk will call the first witness. 

The Cierk. Mr. Chairman, the first witness is Mr. George C. 
Burger, vice president, National Federation of Independent Business. 

The Cuamman. We are glad to have your testimony, Mr. Burger. 
You may proceed as you desire. 

If you have a prepared statement, you may read it without inter- 
ruption, and then subject yourself to interrogation. 


STATEMENT OF GEORGE J. BURGER, VICE PRESIDENT, NATIONAL 
FEDERATION OF INDEPENDENT BUSINESS 


Mr. Burerr. Thank you, Mr. Chairman. 

I am George J. Burger, vice president and Washington representa- 
tive of the National Federation of Independent Business. I am 
appearing here solely for the membership of the Federation. 

We represent independent business and professional people in all 
vocations from all parts of the country. We have the largest directly 
supporting membership of any business organization in the country. 

We have division offices in Chicago, Cincinnati, Ohio; New York 
City, and the legislative office at Washington, D. C. 

Our position on legislation is dictated directly by our membership. 
We poll our members on all important issues, and are committed by 
their majority vote, and as it pertains to the Small Business Admin- 
istration our nationwide membership has been polled six times since 
the legislation for the creation of this agency was first instituted. 

So as not to bore the committee with a long detailed statement as 
to our views on the Small Business Administration, we have covered 
this in full detail in appearances before the subcommittee of the House 
Small Business Committee on two occasions, under date of March 28, 
1957, and again on April 2, 1957, 
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Your committee well knows that in the first instance we recom- 
mended that the Small Business Administration be made a permanent 
agency, and we also recommended the elimination of the policy board 
being’ set up consisting of the Secretary of the ‘Treasury or his alter 
nate, the Se retary of Commerce or his alternate, and the Ad 


ministrator of the Small Business Administration. 

Our position today, on direct nationwide vote of our membership, 
remains the same. We do not believe the agency in successfully 
earry out the will of the Conger with divided authority in the top 
bracket. 

We believe it will be found the members of the subcommittee of 


the House Small Business Committee will be in agreement with our 
views. 


To the credit of that committee, chairmaned DY the Honorable 
Abraham Multer, and members of the committee being, ILon. Svdne \ 
R. Y ates. Hon. Tom Steed, Hon. R. Walt: RiehIman and I] 


r Ri 
Horace Seely-Brown, Jr., they gave close and full attention during 


re 
] 1 . ] ] . +1 —_— +. , 
these hearings, hearing all sides on the proposition. 


i i 
Shortly atter the agency was creat d in the summer Of 1955, and 
continuing right up to the present moment, we have made 1f our pel 
sonal interest to check at the CO} and the local levels into the oper 
tions of the Small Business Admi stration to make certain that the 
will ot ( ongress 1s belng carried out. 
Tt a f 5 ie rf — 2. ; Rs : a 
Toa devree, we feel satisfied that our action in this respect has 
7 7 ° 1 aa if 4 ] . : elas . 
been helpful to the agency itself and to small business which we 


represent. 
In July 1956, speaking for the Federation, in a conference with Dr. 
Arthur Burns, the then economic adviser to the President and 


chairman of the President’s Cabinet Committee on Small Business, 


] 
1 
' 


we made sevel Specie recommenaa 10! 5 On Sl val] business to be con 
sidered by his group, and one of the principle recommendations was 
that the Small Business Administration be made a permanent agency 
and that full control be vested in the Administrator in sett! o the 
policy. 

In our appearances, by invit ition, before the platform committees 
of both the Republican and Democratic National Conventions in Chi 
eago and San Francisco, again, one of the principal recommendations 
Business Adminis 


} , ° , 
h control vested exclusively 


g Dp 
we made before those groups was that the Small 
tration be made a permanent agency, Vv it 
in the hands of the Administrator. 

There were ho outward comments Trom members of the platforn ) 
committees of both parties as to any objections and in this respect, we 
are glad to note that after my appearance before the Small Business 
Committees of both the Senate and the House, Mr. Barnes, the Ad 
ministrator, announced the Administration would favor the agency 
beinw made a permanent agency. 

There are bills presently before your committee which embody the 
recommendations of the membership of the National Federation of 
Independent Business, and in each instance the vote has been ove 
whelmingly in favor of the adoption of these bills. 

In our appearances before the Small Business Committees of the 
Congress we have made our recommendations as to the overall] policy 
which should be used in a continuing agency which would be as Con 
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pendent business of all descriptions. 
cal inally, Mr. Chairman, we know of no other agency in the Feder: al 
Government that is subject to policymaking in conjunction with any 
other Government agency. We do not believe that the ‘Treasury De 
partment has a full understanding of the problems of small business, 
and we hold the same view as it relates to the Department of Com- 
merce. Both of these Departments have their rightful place in our 
Crovernment, but they do not belong’ in any direct action that will be 
helpful to small business. 

That completes mv statement, Mr. Chairman. 

The Cuamman. The two recommendations you make are that the 
ie v be made a permanent agency, and that the board be abolished. 

Mr. Bureer. That full control be placed in the hands of the Admin- 
istrator. That he must stand or fall on the administration of the act, 
<ubject to review at all time s by the Congress of the United States. 

The Cramman. Dr. Talle, doy uu have any questions / 

Mr. Tauur. Mr. Chairman. Thank you for your statement, Mr. 
Burger. TI am always glad to hear your testimony before this com- 


eress expected it to be as a real help to efficient, progressive, inde- 


mittee. Your statement is clear and I have no questions at this time. 

Mr. Br RGER. Thank vou very much. 

The Cnatmuan. Mr. Brown? 

Mr. Brown. No questions. 

The CuHatrrmMan. Mr. Patman 4 

Mr. Parman. Mr. Chairman, I have a verv high regard and great 
respect for Mr. Burger, vice president, and Washington representa- 
tive of the Natio nl Federation ot Independent Business. I have 
known him longer than 25 years, and - ive alwavs found him to be on 
the side of the small-business man. Iam elad to know that he 1s con- 
tinuing activelv and aggressively and eipeceale as he has always 
pursued matters in the past. 

He has done a oreat t deal for the Sie all business peop le 1 In this N 1 a- 
tion. and he 1s fiehtinge their yrngee when they don’t even know it. 
He is always on the job here on Capitol Hill and the Members of 
Congress know him and havea high regard for him. 

Now, Mr. Burger, you stated you recommend that the agency be 
made permanent. Don’t you think there is something to be said on 
behalf of the argument that an agency, until the administration in 
power is definite as to what it wants to do, and when it is floundering 
iround, so to speak, without definite policies, that it is better to have a 
termination date so that the Congress can look it over at the end of 
that time? 

Mr. Burcer. Mr. Patman, answerin g¢ your questiol le during a life 
of the agency, in my visit to our head office at Burlingame, Calif., 
every year, I took it upon myself, in conjunction with other members 
0 mployees of the federation, to visit the regional offices in some of 
the key cities of the Small Business Administration, because we 
cad to vet the reaction. I believe I found this situation. 

(1) That the employees of SBA, in the regional offices, were in a 
quandary as to how long the agency would continue. I gathered most 
of them would like to make it a career, and I would also gather that 
they believed that some indication that the agency would be continued 
na different category than to be renewed every 2 years, and that in 
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itself, I think, should be considered by the Congress, to have experi 
enced people in that agency to administer the law as Congress ordains. 

(2) I think, in talking to some bankers, the feeling might be—I 
may be wrong, but I think the ‘y might be in a more receptive mood 
to cooperate with the SBA if they felt. that this agency was going to 
be a continuing agency of the Government. 

Mr. Parman. Well, don’t you think, Mr. Burger, that the loan 
limits should be unrestricted except as to the definition of small 
business / 

Why have a loan limit of $250,000 and place the € ongress in the 
position of saying, “Now, we are all for helping the little man to com 
pete with other little men, but we are not going to permit a loan big 
enough to where they can step on the toes of the big man.” 

Do you see any reason why there should be a limit ? 

Mr. Buroer. I think there is something to the question you put to 
me. 

Now, I am speaking personally: I heard some remarks yesterday 
on the same subject by some members of the committee. I think 
there is some merit in what you propose. 

For example, take a company that might be doing a business of $25 
million or $50 million a year, an annual business of that magnitude. 
Well, relatively speaking, that is large business 

Mr. Parman. Speak relatively as to the type of business. 

Mr. Burcer. I am leading up to that. In the industry he is in, 
where some of the giants are doing a billion dollars’ worth of busi 
ness, I say he could be classed as smal] business in that respective 
business. 

Now, if he went to the SBA for a loan exceeding a quarter of a 
million dollars, I think there might be some reason for considering 
the question that you put to me. 

Mr. Parman. Take the rubber-tire industry, which you have been 
interested in over the years. lL know that the Bie Four they are 
still the Big Four, aren't they / 

Mr. Burcer. Yes, sir. 

Mr. Parman. I think that is an important question. I don’t think 
we should tell a small tire producer that he can't get ia big enough 
loan to compete with the Big Four. 

Mr. Bureer. I think that is a very very important question that 
the full committee should consider. 

The CiiarrMan. Your time has expired, Mr. Patman. 

Mr. Parman. Thank you, Mr. Chairman. 

The CuatrrmMan. Mr. Widnall / 

Mr. WIpNALL. No questions. 

The Cuarrman. Mr. Multer / 

Mr. Muurer. Thank you, Mr. Chairman. 

Mr. Burger, you have alw: avs been very helpful all through the years 
I have been here, both to committees of Congress and to the indi- 
vidual members, and your association has been very helpful to com 
mittees and Members of Congress. 

You also testified before subcommittee No. 2 of the Select Com 
mittee on Small Business during the course of its hearings on the 
Small Business Administration. 

Mr. Bureer. That is correct. 
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Mr. Muurer. You recommend, among other things, speaking for 
your organization, the elimination of the Policy Board, and vesting 
in the Administrator, the sole discretion and authority, and making 
him responsible for the operation of his agency 4 

Mr. Burcer. Yes, sir. 

Mr. Murer. Have you read the provision - Hl. R. 7474, that is 
the Multer bill, which has been cosponsored by 12 members of the 
House Small Business Committee / 

Mr. Burcer. Well 1 want to be truthful and honest with you. I 
just read the high spots of the bill and I did note that provision as 
to the Policy Board, and I might refer you to my statement before 
your committee on March 28, in which a bank president of a very 
well-known small bank in the East made specific recommendations 
on that subject matter, and I believe he grew up in the bank, from 

. boy, and having some knowledge of the SBA, I think his recom- 
mendations as to the Policy Board should carry considerable weight, 
and I think that committee that he made that appeared in my testimony 
should be brought to the attention of the full committee of the Banking 
and Currency Committee, his recommendations. 

Mr. Meurer. That recommendation is that the Loan Policy Board 
as now set up by the statute, the existing law, should be eliminated. 

Mr. Burger. Exactly. 

Mr. Muxrer. That the Secretary of the Treasury and the Secre- 
tary of Commerce or their representatives should not be members of 
the Polic ‘y Board. 

Mr. Burcer. That is correct. 

That has been the position of the federation members for 3 years. 

Mr. Mcrrer. Now, I would like to direct your attention briefly to 
that provision of the bill which sets up a policy board for the Small 
Business Administration consisting of the Administrator, and two 
small-business men, they to make not only the loan policy but all 
policy for the Small Business Administration. 

What do you think of that proposal 4 

Mr. Burcer. Congressman, I am speaking now personally. 

[ am not privileged to speak for the federation on any legislative 
or economic problem until the entire membership has been polled on 
the proposition. We never vary from that program. Those polls 
reach in excess of 100,000 individual members every time they are 
polled—not groups, but all individual voting members. 

But personally, I think there is some good reasoning in that recom- 
mendation. I said personally. 

I think that the Committee on Banking and Currency should give 
the matter very serious consideration. 

Mr. Murer. Your organization is pretty close to the grassroots, 
and certainly is in contact regularly with small-business men through- 
out the country. 

Now, have you had any requests from any small-business men any- 
where in the country, urging that there be a change in the law, so that, 
in any individual instance, a small-business firm or company could 
get a loan in excess of $250,000 7 

Mr. Burerr. I think we had one case in Illinois. I think his loan 
was rejected, as not being eligible for the loan because his gross busi- 
hess was some three or four or five million dollars a year. 

Mr. Muurer. How much was the loan he applied for ? 
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Mr. Bureer. I know it was in six figures. I don’t know exactly. 

The CHamrman. Your time has expired, Mr. Multer. 

Mr. Hiestand / 

Mr. Hiestanp. Mr. Burger, I know your position on behalf of this 
and other legislation and I am aoe ypy to concur with it. I do seek 
information from you firsthand because of your contact with many 
small-business groups and associations. 

Do you know of the number of loans, that is to say, financial assist 
ance, Which have been procured by small business from private sources, 
banks. and so forth. as a result of advice and counsel from the Smal! 
Business Administration 4 

Mr. Bureer. Yes, sir. I think in one instance—last summer—there 
was an institution in the Twin Cities of Minnesota, and they were 
completing a project, and 1 think the invested capital was a little in 
excess of $500,000, and they went to SBA here in Washington and | 
must state that it came through Senator Thye’s office. 

When thev left the SBA office in Washington, they were not very 
optimistic about getting relief. Twenty-four hours elapsed and the 
SBA was able to vet in touch with the | bank j in Chicago, and through 
that bank the mortgage was raised, some 25 or 50 thousand dollars. 
So that eliminated, in that instance, any need for SBA to loan that 
money, and through the help of SBA that situation was changed. 

We have another one pending now in Bloomington, Il]. I don’t 
know how that is rong to come out. 

Mr. Hiestanp. You see the reason I am trying to bring this out is 
that there is a lot of achievement on the part of SBA, which was o1 
ganized as a result of action by this committee, which can’t show in 
the report statistically. Is it your impression that the SBA is doing 
a good job ¢ 

Mr. Burcer. I think I will answer your question this way. I think 
there is considerable and consistent progress being made in the ad 
ministration of SBA. 

Mr. Hiesranp. Well, would you rate it good, fair, or poor ? 

Mr. Bureer. Well. here are two instances. I am finding no fault. 
Here is a letter from a feed store in Auxvasse, Mo. The letter is dated 
May 6. It came to me unsolicited. 


DeAR Str: Sometime back I wrote you a letter asking for information about 
loans from the Small Business Administration You sent me the information 
and asked that I let yon know how we are doing, I have been about 3 months 
securing this decision. The loan was turned down because of inadequate col 


lateral. I am enclosing under separate cover my financial stateinent, made bys 
a certified public accountant, also the appraisal of the building and equipment 
The banks and private individuals have confidence enough in our business ti 
loan $20,000 to us on open notes. TI can still secure this $20,000 from independent 
sources, on open notes. If this party should die, I probably would be required 
to take up these notes, which would leave me ina very insecure position. I wis 
you would look into these statements. and write your comiments to me on then 
I did write a bs gsi and I sent everything to the head office i 
M ashington, D. C.. for their review. It was mv understanding that 
all loan app hie: ations must eventually reach the head office at Was 
1 lvton before they are finally re ec ted, | don’t know what happene i 
Here is one that came in this morning. 
Mr. Htesranp. May I interrupt 7 
I don’t care so much for the detail. IT wanted a generalization. 
to what your group feels about it. 
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Mr. Burcer. Well, we know this much, to the credit of SBA, that 
in excess of 5.000 loans have been made to small business that would 
not have been made unless the Small Business Administration was 
created by the Congress. 

Mr. Wipnaun. Mr. Burger, in the instance you just cited, was the 
application for $20,000 or for an amount greater than that? 

Mr. Bureer. That I could not answer. I think it was around 
S90.000. 

Mr. Wipnati. You don't know whether it was a refinancing of 
credit ¢ 

Mr. Burcer. | don’t know. We never go into the credit standing 
unless these things come in. 

The Cuarrman. Mr. Rutherford ¢ 

Mr. Rournerrorp. No questions. 

The CuarrmMan. Mr. Breeding 4 

Mr. Brerepine. No questions. 

The Cuatmman. That concludes the examination. Your recom- 
mendations are very clear, Mr. Burger. 

You want the agency extended inde ‘finitely and you want the abolish- 
ment of the policy board. Those are your recommendations ¢ 

Mr. Burcer. That is correct. 

The Cuairman. Any further questions / 

Mr. Parman. I didn’t finish, Mr. Chairman, I was waiting until 
vou got back to me. 

The CiatrMan. IT will recognize Mr. Patman. 

oy Parman. Mr. Burger. what do you think about dollar-a-vear 
men beine used in the Small Business Administration? Would you 
favor that ? 

Mr. Bureer. T think IT can only say that IT was a close observer at 
the hearings before the Committee on the Judiciary of the House, 
and although I ama New Yorker by birth, I am still from Missouri, 
with no disrespect to the dollar-a-vear men. when it comes to that, but 
I just can't reconcile dollar-a-vear men. Perhaps during a severe 
emergency. 

Mr. PaTMaAn. sige of 

Mr. Burcer. Yes, si 

Mr. Parman. | ena your views on that. You only find them in 
certain agencies. There are certain ones that you find them in and 
there are certain agencies that they are not interested in. Of course. 
I am not impugning their motives, I assume they are doing what 
the C\ cons ider a vood patriotic civic minded job, but I believe the mat- 
ter of conflict of interest could be considered, and that they should not 
be allowed. 

About the taxes, Mr. Burger, you are acquainted with H. R. 777 
that I introduced and that small business over the « ‘ountry endorsed. 

Mr. BurcGer. Yes, sir. 

Mr. Parman. Are you in favor of that type of bill? 

Mr. Burcer. We voted on it and I think the vote showed a great 
majority in favor of that bill. 

Mr. Parman. That is a graduated income tax / 

Mr. Burcer. Yes, sir 

Mr. Parman. It is not proposed to reduce the aggregate amount of 
taxes that the Government will collect, but it will take off the top 
enough to compensate for the loss at the bottom. In other words, 


f war of great emergency ¢ 
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by reducing the taxes on the little man, enough is taken off the top 
brackets to compensate for it. 

The CuairmMan. That is before the Rules Committee. 

Mr. Parman. I know it is, but he represents the small business 
people and Iam sure he is interested in that, too. 

Do you consider price discrimination one of the greatest problems 
the small-business man has ¢ 

Mr. Burcer. Well, I was in my own business from 1909 to about 
1941, and I know what happened in the rubber-tire industry, and 
I know what happened when that contract was made, between the 
Goodyear Tire & Rubber Co., in 1925 and Sears Roebuck, and the 
effect of that contract, price discrimination, ruined hundreds of small 
rubber companies, and ruined many thousands of independent tire 
dealers and created cancers in that industry which were never cor 
rected, and there was an alleged $41 million differential price discrim- 
ination. 

I am well acquainted with it, and I find from my overall experience, 
that the thing that is destroying small business is the total disregard 
of the Robinson-Patman Act, and the failure, and I repeat, the failure 
of the Federal Trade Commission, these past 21 years, to vigorously 
enforce that law. In no other way can small business exist. 

oe Parman. Can you reconcile Mr. Barnes’ views as working fo1 
No. 1, being in the position he is in, working in the interests of small 
ene and yet appearing before committees in opposition to a bill 
which will prevent price discrimination ? 

Mr. Burcer. To answer your question, I could not reconcile myself 
to his position. 

Mr. Parman. That is all. 

Mr. Brown. Mr. Chairman. 

The Cuarrman. Mr. Brown. 

Mr. Brown. Don’t you think we ought to give the Administrator 
some tools to carry out the wishes of Congress ? 

Mr. Burcer. Exactly. 

Mr. Brown. Why would you be against a dollar-a -vear man 4 

Mr. Burcer. Well, Congressman Brown, I don’t want to indict or 
pass on people, but I suppose there must be patriotic citizens in the 
United States that would consider the welfare of the country para 
mount. Maybe there are reasons why the dollar-a-year men can be 
utilized by the Government. But I am speaking my personal views, 
and I just can’t get it through my thick brain. 

Mr. Brown. Don’t you think the present Administrator is an honor 
able and a good Administrator / 

Mr. Burerr. Let me answer the question this way. Mr. Multer, 
chairman of the subcommittee of the House Small Business Commit- 
tee, knows our position as we found it in the advisory groups of the 
Small Business Administration, honorary positions. Not all, but 
there were some on that advisory group that actually never belonged 
in that category, because they represented big business, and they 
would have no interest in small business problems. , 

Mr. Brown. Don’t you think if he is a capable and honest man he 
ought to have a right to select his assistants ? 

Mr. Hiestanp. Mr. Burger, if I understood you correctly, you said 
there must be some honorable men among these dollar-a -vear men. 
One or two. Would you say that 99 percent were otherwise ? 
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Mr. Burcer. I wouldn’ go that far. 

Mr. Hiestanp. Would you say that 50 percent were otherwise 4 

Mr. Burcer. I wouldn’t even go that far. 

The CHatrmMan,. I underst: ind there is a group of schoolchildren 
who are constituents of Mr. Betts now in the room. We want to con- 
gratulate them on having an opportunity to come to Washington and 
see their Government in operation, and we also wish to congratul: ate 
them on the represent: ition they have here in Mr. Betts, who is an able 
and conscientious Congressman and looking after your interests all the 
time. 

Mr. Berrs. Thank you, Mr. Chairman, that is more than I expected. 
Thank you. 

Mr. Wipnati. Mr. Chairman. 

The Coamrman. Mr. Widnall. 

Mr. Wipnaty. Mr. Burger, if I have had one complaint in my dis- 
trict, I have had many about the competition of discount houses. 
They are complaining about that more than because of alleged lack 
of enforcement of the Robinson-Patman Act. Yet most of the dis- 
count houses are small business, aren't they ? 

Mr. Bureer. Well, I wouldn’t say in large metropolitan areas they 
are small business. We were plagued with them for years in the city 
of New York. We would never look upon them as small business. 

3ut it is true that many people are being plagued by these discount 
houses, and I will answer that they exist primarily due to possibly un- 
scrupulous independents supplying them with merchandise. 

But if the Robinson-Patman Act was enforced, I am sure many of 
these discount houses would not exist, because I remember distinctly 
in California, in one of my visits, in southern California, where the 
members of the federation were much concerned about some of the 
big electrical appliance companies having no regard for their regular 
distributors in the area, but indirectly setting up smokescreens to 
unload surplus merchandise. 

So the responsibility of the existence of discount houses rests in 
three categories, in my opinion, unscrupulous manufacturers, or manu 
facturers with no sales policy, and a minority in the wholesale and 
retail field. 

Mr. Wipnatyi. Well I think that is probably true, Mr. Burger, in 
a number of instances, but it has also been my own observation that 
many of these discount houses start as small businesses. 

We are always talking about what big business does to little busi 
ness. Little business is hurting little business through the discount 
house today. 

Mr. Burcer. Well, I think that the discount houses in the United 
States, and I know New York City is as good an example as any other 

place, we had them for years, long before this great uproar com- 
cn up in the last few years, and consequently they existed, they gen 
erally had an office on a second or third floor of a building and 
nee and they had the source of supply, and I still say, and this 
from practical experience, I wouldn’t indict small business. 

It is true probably that at the start they are small business, but 
they certainly expand, right here in the ¢ ity of Washington. 

Mr. Wipnatt. It is interesting to see how some small businesses 
can expand and other businesses claim they are ke spt down because big 
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business is always erninding them under the heel. some people see} 
to have either the initiative or abilit to provide healthy CLrOWTH Witt 
out always running to the Government to do it for them. 
Mr. Br RGER. Well, wher you have been in business for 40 or 50 
1 1? } l 


years, you find a lot of tricks ean pe puned at the expen e of 1] ce 


pendent business, I am talking about efficient busines 

Mr. Wipnaty. Thank you. 

Mr. Tautur. Mr. Chairman. 

The Cuatrman. Dr. Talle. 

Mr. Tartur. There are some things that are difficult to define. Is 
that not true, Mr. Burge! 

Mir. Burerr. Correct. 

Mr. TALLE. Wi knov as individual what t eV are, but when we 
are asked to detine them. espe ally in law, 1t 1 very dificult to do. 
ko you have any trouble in defining small business ? 

Mr. Bureer. In defining small business’ 

Mr. Tatir. Yes, sir. 

Mr. Br RGER. Well. I heard some Qi t] ine ve eraday when Mr. 
Barnes was on the stand. and I would think that the true YOSItIO! 
should be stated, as to what position that particular party on concer 


is in with respect toindustry. Ishesmall or large ¢ 


depends « What positiol he In} respective industry, small o1 

Mi. ‘Tavis: That is right, bs lis i ae Ns 
ls Oo hydro ect} isan ! | ( { | 

Mr. Burcer. That wiht 

Mr. Tani Anda small ‘ { shea . 
big as measure ru oy 

Mr. Burerr. That ! | 

Mr. Tau SS e\ | have t eD tin mind 

Mi BURGE! ( orl { 

Mr. Hiesranp. Since \ 1} ! tioned ! ) ery 
famous mat! order | Ise | i | er er \ { ( ( } 
business with small bi ss thar y other company in the United 
States, to the benefit and profit of those small b iness houses ? 

Mr. Burcer. I will answer your question this way. It is true that 
when that contra was canceled, some 30 or 60 days after the enact 


} 


ment of the Robinson Patman Act. and at that time thr chairman oft 


the board ani ounced that in kee ping with the law, he couldn't justify 


the price, and the contract was canceled, Since that time, that same 


mass distributor or buyer has placed his business with most of the 
small companies in the rubber-tire industry. | don’t know what he is 
doing W ith the other. but ] do know that. 

Mr. Hirsranp. And even at that time that company did more busi 
ness with small business than any other company in the United States / 

Mr. Burcer. Well, I wouldn't be in a position to answer that ques 
tion, but I do know this much, that up until that contract was 
made 

Mr. Hresranp. And to the advantage of small business 

Mr. Bureer. Up until that contract was made with the Goodyear 
Tire and Rubber Co., the annual sales or purchases of that company, 
in tires, was about 800,000 units a year, and 12 months after that con 
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tract was made, their sales jumped to 2 million units a year, and it was 
through that time, that he had to popularize that well-known concern 
all ove) the United States of America. 

Mr. Hresranp. That is correct. ‘Thank you. 

Mr. Ruroerrorp. Mr. Chairman. 

The CuarrmMan. Mr. Rutherford. 


Mr. Ruruerrorp. Mr. Burger, you referred to the discount houses a 
while ago as possibly representing unscrupulous manufacturers. 
In that definition of unscrupulous manufacturers, and I understand 





iouses, and | will 
{ las | | ‘ bi hi oe lous definition here 
poanesy CO clean up t 1@ Slogan, oul IS Ths UlSCrUPUIOUS Ce MItOn here 


i } ] 1; > ¥ 
that some folks are displeased with the discount 


along the line that all of my competitors are unscrupulous ¢ 

Mr. Burcer. Oh, no. No, no. They might say that, but I suppose 
sometimes during my own business L might have been called 
unser ipulou 4 


Mr. RUTHERFORD. | want to know just what do you refer to as un 


Mr. Burcer. L mean those manufacturers that speak two ways as to 
icy. Lam not indicting any particular manufac 
turer, but L am talking about manufacturers as a whole, that, where 


they have a national poli Vv. and then they vary from that policy ama 


ship myer hye aise, lirectly Or inclirectly, or ¢ lose their eyes to such 
p oceed} o's { y Ria lth ni wnse) ipulous. 

Mr. Kou’ rvrokRD. In other words, thev are about the same any 
one else. bhey a attempting to sell merehandise ror a prohi 


\ . 

Mir. Ltt rHERFORD. Anda f llow Gown the street, if he can't COM 
then his competitor is unscrupulous; isn’t he ¢ 

sURGER. | wouldn't say that; no. I don’t say it that way; no. 
LUTHERFORD. Well I have had this remark irom a fellow who 
Is a great free enterpriser. He is against high budget, and taxes, and 
he wants the Government to get out of business, and he is for this old 
constitutional Government, and he is really a reactionary, I mean to 
tell you, and he is for just free enterprise, in its broadest form. 
to me and tells me that his competitor is w scrupulous 
because he used green stamps, and he wants the Congress to outlay 
oreel stamps. Ile snid. “LI have either vot to use them or go out of 
business because my competitor is unscrupulous.” 

[ said, “What if your competitor starts smiling at your customers ?” 
He never wears a smile. He | is like this fellow from Sherman Oaks. 
Calif., who looked like he bit into a green persimmon. 

He tells me that he is opposed to advertising, too, I might also add, 
and | he says his competitor ts unscrupulous, 

Now you people come up here and tell me you are for small business, 
and you are for getting the Government out of business and such as 
that, and then you are always comp aining, and you want Uncle Sam 
to stand in front of your competitor’s door, unless he does business 
according to your individual business ethies. 

Mr. Burcer. Oh, no. 

Mr. Rurierrorp. You have either got to be for free enterprise or 
you have got to say, “We want police saints against my com 
petition.” You have got to get on the road or off the road. 

Mr. Burcer. Whatever position the federation takes, Mr. Ruther 


ford, is the position taken by the members, themselves, and all I am 
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doing is carrying out the direct nationwide vote of our membership. 
Weare asking this, and I think we havea right. 

The antitrust laws were placed on the statute books somewhere 
around 1890. The Sherman Act. Then the Clayton Act. The Rob- 
inson-Patman Act. Congress made those laws, and small business can 
only exist under vigorous enforcement of the antitrust laws. 

So if we recommend this, after the vote of our membership, we are 
only calling for a vigorous enforcement of those laws. 

Mr. Ruruerrorv. I would like to follow up a question that Mr. 
Talle asked a while ago. I have had every interpretation in the 
world. Ihave had as many interpretations of sm: — business as I have 
had of modern Republicanism. What is small business? You say 
you have been in business for all these many years, and you represent 
a small-business organization. What is small business 

Mr. Burerr. Independently owned and operated. 

Mr. RurTuerrorp. Independent ly owned and operated ¢ 

Mr. Burecer. Yes, sir. 

Mr. Ruruerrorp. All right. I have a hamburger stand. One man. 
Is that a small business ? 

Mr. Burcer. There isn’t any question about it. 

Mr. Ruruerrorp. You have got 5,000 employees and it is owned by 
1 individual. Is that small business / 

Mr. Bureer. I will answer your question by saying as to the place 
in that business. 

Mr. Ruruerrorp. You are getting into something else. You said 
independently owned. Is that your definition / 

Mr. Bureer. I answered Congressman Talle that there was no rule 
or reason on the number of e mployees | in institutions, that would make 
the small or big business. 

Mr. Ruruerrorp. Is it based on ownership / 

Mr. Burerer. Independent ownership. 

Mr. Ruruerrorp. That is the only criterion you have ¢ 

Mr. Bureer. Inde pendently owned and oper: ated. 

Mr. Rurnerrorp. Independently owned and operated ¢ 

Mr. Burcer. Exactly. 

Mr. Ruruerrorp. Of course, that is your interpretation, I mean 
your organization's attitude. 

Mr. Parman. And the gentleman should add not dominant in that 
particular industry. 

Mr. Rurnuerrorp. I recognize that, too. We accept the fact that 
it is untethered from all other associations, interlocking proprietor- 
ships and everything else. It is just an independently owned, by Joe 


Blow, who owns 100 percent of the stock, and all of it. That is your 


definition of small business / 

Mr. Bureer. That is exactly right. 

Mr. Rurnerrorp. I suppose I can ask a hundred more people and 
I would get 99 different ones. But I have just been curious as to 
the many interpretations and definitions of small business. 

Thank you. 

Mr. Kinrsurn. What is the definition of Americans for Democratic 
Action? 

Mr. Murer. Let’s not get into political questions, Mr. Chairman. 

Mr. Kirsurn. Well, he asked a political question. 

The Cuairman. We don’t sued to get into that. 
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Mr. Mcvrer. Mr. Chairman ? 

The Cuairman. Mr. Multer. 

Mr. Muurer. I think neither you nor Congressman Rutherford 
want to leave the record as it is on the definition of small business. 
In addition to independent ownership and operation, you want to 
know whether or not a business is dominant in its particular field of 
endeavor, is that not so 4 

Mr. Bureer. That is correct. 

Mr. Murer. If this 5,000-employee concern is one of a hundred in 
the particular field of endeavor or enterprise, then it might still be 
small business in that industry 4 

Mr. Burcer. That is correct. 

Mr. Muurer. On the other hand, ordinarily, a firm of 5,000 em- 
ployees would be dominant in its business, and would not qualify as 
a small business ? 

Mr. Burerer. Correct. 

Mr. Muvrer. The definition we have in the statute, as the statute 
exists today, 1s that it be independently owned and operated, and not 
dominant, and among other criteria, be taken into account the number 
of employees and doll: ar volume of business, am I not right? 

Mr. Burcer. Right. 

Mr. Muurer. Now, the new definitions in H. R. 7474 go beyond that, 
and say that the agency, in determining whether a business is or is 
not small business, may not use as the sole criteria the number of 
employees. 

Mr. Burcer. That is correct. 

Mr. Meurer. That is in accordance with the thinking of your 
group: is it not / 

Mr. Burcer. Exactly. 

Mr. Mcuurer. As a matter of fact, we wrote into the law the last 
time, a provision that the Small Business Administration is author- 
ized to determine on the facts of each particular case whether or not 
the concern is smal] business, and issue a certificate accordingly, 

Mr. Burcer. That is correct. 

Mr. Murer. Now, in the lending facility of the agency, they do that 
automatically, when they review the application for loan, they deter- 
mine, is the applicant a small-business concern within the meaning and 
broad definition and intent of the statute, and then either approve or 
disapprove the loan in accordance with all the facts, whether there is 
security, reasonable assurance for repayment, and whether or not it is 
small business; is that correct / 

Mr. Burcer. That is correct. 

Mr. Muurrer. Now, in the procurement facility, however, where we 
run into the real trouble of small business, in defining small business, 
the Defense Department for yea rs has used an arbitrary numerical 
definition. If it is 500 or less employees, they said it is small; if it is 
over 500 they said itis big. Is that not right? 

Mr. Burcer. No; that is not right. 

Mr. Murrer. I mean, that is what they have been doing / 

Mr. Burcer. That is not correct. 

Mr. Meurer. What do you mean when you say it is not correct ? 
That the procedure is not correct, or my statement is not correct / 
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Mr. Burcer. I mean. the 500 « ip! s. because there might b )} 
manufacturing plants tl i thousand Si member of 
the committee mentioned. 
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Mr. Murer. The subcommittee counted 11. 

Mr. Burcer. You made a study of it. 

Mr. Murer. Now, in order to approve that kind of action the 
administration has now recommended a change in the law so as to 
permit them to do that. H. R. 7474 continues the language prohibit 
ing that. Which does your organization prefer / 

Mr. Bureer. We prefer that that advisory board be made up of 
practical, competent, small-business men. I think they are the best 
ones to advise the agency ata national ora local level. 

Mr. Brown. What is the definition of a bie-business man 4 

Mr. Mutrer. Secretary Humphreys, Secretary Wilson, Secretary 
Weeks, in my opinion, are definitions of big-business men. 

Mr. Brown. You have just described persons. Give us a definition. 

Mr. Mcvrer. Well, I think they typify big-business men. 

I think the companies with which they were connected before they 
went with the Government ty pify bio business. 

Mr. Brown. If we could get a definition of a big-business man we 
could find a correct definition of a small-business man. 

The CuarrmMan. Are there any WOC's operating at this time with 
the Administration / 

Mr. Burcer. I know of none. 

Mr. Pay MAN. Mr. Barnes testified he had none. 

The CuatrMan, Are there any further questions? 

Mr. Mcurer. One other subject matter, Mr. Chairman. Mr. Bur 
ger, are there various areas in the country where there is a difference in 
the so-called prevailing interest rate? 

Mr. Bureer. I couldn’t answer the question. 

Mr. Mvtrer. I think when my time ran out under the 5-minute 
rule, I was pursuing the question of the amount of loan that should 
be made. 

Do you know of any instances of a small business venture or com 
pany seeking a loan exceeding $500,000 ? 

Mr. Burcer. No; I have no record of any such. 

We have no such record. 

Mr. Mcurer. Do you have any record of any seeking a $500,000 
loan ? 

Mr. Burcer. None whatsoever. 

Mr. Mutter. That is all. 

Mr. Wipnatt. Mr. Chairman. 

Mr. Berrs. Mr. Chairman. 

The CHarrmMan,. Mr. Betts. 

Mr. Bertrrts. Is it your organization whose members send us ballots? 

Mr. Burcer. Correct. 

Mr. Betts. I want to tell you that I think that is very helpful. 

Mr. Bureer. Thank you. 

The (CHAIRMAN. Mr. Burger, we are very olad to have the benefit 
of your views. ! 

Mr. Burcer. Thank you, sir. 

The CuatrrmMan. Mr. Davis will be our next witness. Mr. Davis is 
head of the National Small Business Men’s Association. You may 
proceed, Mr. Davis. 
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STATEMENT OF JOHN C. DAVIS, EXECUTIVE DIRECTOR OF THE 
NATIONAL SMALL BUSINESS MEN’S ASSOCIATION OF WASHING- 
TON, D. C. 


Mr. Davis. Mr. Chairman and members of the committee, my name 
is John C. Davis, and I appear here today as executive director of the 
National Small Business Men’s Association, 801 19th Street, NW., 
Washington 6, D.C. We appreciate this opportunity to express our 
views, and hope that our opmions and experience will have construc- 
tive bearing on your consideration of the Small Business Administra- 
tion. 

First, 1 would like to give you a brief summary of our philosophy 
in this general area. Our members believe that the Americ an small- 
business man has long since demonstrated his ability to survive and 
prosper under adverse circumstances. And, so long as there is reason- 
able freedom of opportunity, we do not seek paternalistic Government 
support that would remove the normal obstacles so necessary to sound 
development. 

Our concern, and in fact the reason for the existence of this asso- 
ciation, and I might say here that this is the oldest of the small 
business organizations, we are celebrating our 20th anniversary—is 
due to the extraordinary economic and social pressures that have 
created serious barriers to the birth and normal development of small 
business. 

For example, the tax burden, the tight-money policy, and the na- 
tional labor policy result in a combined effect that is especially severe 
on the small-business community. To the extent that these problems 
cannot be overcome by individual ingenuity and enterprise, we re- 
cognize that a judicious amount of Federal assistance is not only ad- 
visable but necessary to prevent damage to the economy. 

sriefly stated, we believe that Federal aid in this area should be 
focused on maintaining the climate of opportunity and not on over- 
solicitous measures that may tend to perpetuate unsound enterprises, 
or unduly burden the Federal budget. 

There is no doubt, for instance, that the major problem facing 
small business is the impossibility of accumulating growth capital 
under the present tax policy. And in our opinion, this situation can 
be remedied only by substantial adjustment of the individual and 
corporate tax rates. 

We have just completed the basic part of a tax study, upon which 
the association will base a recommendation for a sound tax revision 
program. 

And I believe that that is now in the hands of every Member of 
Congress. 

This fundamental business problem will not be alleviated until the 
tax relief becomes a reality. 

Also, bearing on this point it is necessary to mention the fiscal 
and banking policies that have resulted in the scarcity of equity and 
working capital. It is becoming increasingly apparent that the tight- 
money policy is based on something less than a clear understanding 
of the transitions that are taking place in our economy today. The 
inaccuracy of the economic forecasts over the past few years would 
indicate that we have greatly underestimated the capital requirements 
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of normal growth, and that the policies adopted as a hedge against 
possible inflation may be, instead, artificial impediments to healthy 
progress. 

For ex amp le, most of the economic forecasts played up by the press 
over the last 3 or 4 years, and incidentally, as an old press man, I want 
to say that the press only interprets what the economists put forth 
have proclaimed, with curious and apparently unjustified persistence, 
the likely imminence, if not the inevitability, of an economic recession. 

Except for minor stabilizing adjustments in limited areas, these 
pessimistic views have not been supported by the course of eve nts, and 
I notice that today our gross national product Is predicted a $4253 
billion, up approximately $8 billion from the last prediction. 

It may be noted also, that the tight money policy is beginning to 
atlect the availability of funds fo r absorption o1 Treasury notes. \ 
recent we e was only 72 percent sealant! ed notwithstanding interest 


i 


rates of 314 and 35 percent, the highest since the bank holiday of 


1933 (4.259 ment ). As a consequence maturing Treasury notes 
in the amount of $1.167 million will have to be paid out of cash re 
serves. 

The impact of the shortage of investment capital has been especially 
severe on the small-business conimunity. Although commercial 


banks can supply most of the short-term loan needs of small busi 


ness, it is nevertheless a fact that there are areas in which this 1s not 
true. High taxes, which op ite against t] accumulation of equity 
capital, m ike it imperative that long term credit be made available 
For this reason, we have supported the bills (S. 719, S. 720, Senator 
Sparkman) providing for establis! ment of national investment com 
panies, and for insurance of small-business loans. 


There is no question but that the lending power of the SBA ts seri 
| 

ously needed in the long-term credit area. To the extent possible 
however, we believe that the commere il bys nk oY system hye nid he 
utilized for the reason that sound ad l tration of these loan re 
quires local knowledge fl d Supervision. We also believe that The 
majority Ol smal] business loa should be approved 1) local othices 
of SBA without reference to Washington. 

From an overall viewpoint, we believe there compelling need 
for a Government agency with its primary focus on the wellbeing of 
the small-business community. ‘The general authority should not. be 
limited to specific functions, but 0 ral to prote the field of 
opportunity and promote the climate necessary for sound develop 
ment of small business. In th wea, we believe l in be accon 
pli } | inistrativel t ! par 
il nts s iS Int rnal R Ve | ( a j »\ eC { 
desired relatio with SB . r lee 

irective 

\s to the spe I ! es pp SBA ) ro ll 
membership indicate that ¢ Ve } ) rel { tO i 

rea lled witl pitfall ror t ) I \\ 1 «lu 1 
nowle if ent « the const ‘ ! I 7 Sh \ ! 
ce nectiol , procurement oOuns 5 pre ( prey 
ments, and so forth, it appear that Government « should not 
be accepted without a fi low derstand ho of thi Doss e hazards 
involved. These include cancellations, delays, inspection trouble, 
changes 1 specification and policy, and other ft I ms, all of 
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which may result in losses which a small operator is unable to beat 
There probably are limits to improvement of procurement seiblioda, 
but apparently there is still considerable room for accomplishment 
in this field. 

I would like to state that our experience with the SBA has been 
very satisfactory. As might be expected, we sometimes are called on 
to help with small-business problems that have dim prospects, but we 
can say that we have always received prompt and intelligent help 
from the SBA staff. 

In conclusion, we believe that the overall performance of the SBA 
fully justifies the extension of the basic act. 

The Cuarrman. Does that conelude your statement, Mr. Davis? 

Mr. Davis. Yes, sir. 

The Cuarrman. Do you have any specific recommendations fer the 
amendinent of the act ¢ 

Mr. Davis. I don’t believe I understood, Mr. Chairman ? 

The Cuairman. I say. have you any specific amendments, have you 
prepared any particular amendments that you would like to have 
mcol porated in the Small Business Act ? 

Mi. Davis. No, sir: we have not. None that I can speak on today. 
Our recommendations and our policies and our resolutions are devel- 
oped by our board at an annual meeting. Our annual meeting, Mr. 
Chairman, comes up the 19th, 20th, and 21st of May. It is approxi- 
write a — away. And at that time, if the chairman and the com- 

ittee wish. I will be glad to supp sly you w ith the spec ific recommenda- 
tio is de ve lo pe ae Si result of th: nt meeting. 

The CirArrMANn. We would be Glad to have any recommendations 
vou have. 

' Dr. Talle? 

Mr. Tauue. Thank you, Mr. Chairman. 

[ understand you are a former newspaperman, Mr. Davis? 

Mr. Davis. That is correct, Dr. Talle. 

Mr. Tat LE. } OU h ave p repared i sood statement. 

Mr. Davis. Thank you. sir. 

Mr. Tauur. For several years, IT have been interesied in improving 


economic statistics. Now, you have touched on a point that is ver 
important. So frequently those who gather the statistics do not inte 
pret them, and J think you stated that the hewspaper people are 
meline ltosav what thee onomists sav. 

Isthat about right ? 

Mr. DAVIS. The function of anew spaper, if | follow vour question. 
is not to make the new . it is to distribute the news and. therefore, 
except in the case of a few so-called special writers, who are presum- 
al ly eXpel i! heir field and therefore are permitted to interpret, 
whe hanew StOry conn across a city dle k i is published as a news 
Story. In other words, it is credited to whomever tt hould be credited 
and it is published without benefit of interpretation. 

Therefore, when the President’s Council of Economie Advisers, or 


he chamber of commerce, or the economists of that body. or of the 
Department of Commerce, issue a statement saying that the national 
trend is going thus and so, the newspaper publishes it. 

Mr. Tatar. We had some very good hearings here in this room on 
the 12th and 13th of July L954. We had testimonv from (sovernment 
agencies and witnesses representing all important economic activities. 
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Out of what we. as a subcommittee on economic statistics did, came the 
recommendation that we should strive for more accurate statistics, 
more nearly complete data, and more prompt reporting of data. 

I know you realize that if sombody. gathers data, and somebody else 
interprets the data, those who orn will say what they say not 
only because of the figures they look at, but also because of the point 
of view of their economic philosophy. 

That would be correct ; would it not ? 

Mr. Davis. Yes, sir; I think that any individual expresses a part of 
his personality in snvihing he does or says. Therefore, I would say 
that would be an absolute ly correct statement. 

Mr. Tate. Yes, sir. 

I think that is inescapable, and for that reason, one person who 
interprets the data might come to a certain conclusion in his forecast- 
Ing, whereas somebody else might arrive at a different one and, clearly, 
that is confusing to the reader when on the basis of the same data, 
there are variations found in the interpretation. The interpretation 
is exceedingly important, as you have pointed out. Thank you for 
your statement. 

Mr. Davis. Thank you, Mr. Congressman. 

The CHatrrman. Mr. Brown. 

Mr. Brown. Mr. Davis. in what respect to clo you want the present 
law amended ? 

Mr. Davis. Mr. Brown, as I have just stated to the chairman, if you 
will bear with me, inasmuch as I am just a hired hand of this associa- 
tion, and there will be an official expression forthcoming within a 
week, I have asked permission to have that placed in the hands of the 
committee at the time it is deve lope “d. 

If you will bear with me, | don’ t want to IM pos se person: | op! Nie MIS, 
although I will say, as Congressman Talle points out, that every indi 
vidual has his own opinions, but I would not want to impose them 
upon this committee, since I am here representing a great organization, 
and I feel that I should not speak unless it speaks. 

The Cuatrman. Mr. McDonough ? 

Mr. McDonot GH. Mr. Davis, what in your opinion, is the pl incipal 
cause of failure of small business? Is it lack of credit? Is it poor 
management, or what other cause / 

Mr. Davis. I think I can speak on that, Congressman McDonough, 
because I believe it was the official figures of the Department of Com 
merce which indicated that small-business business failure generally, 


not differentiating between small or large, because some fairly large 
businesses also fold in this country, it seems to me the official figure was 
that 91.3 percent were occasioned by failures in management. And, 


of course, management covers a great many fields. 

In other words, it could be in the field of procurement, it could be 
in the field of penne: that is scheduling things through—it could 
be in the field of acquiring too much inventory that you couldn't 
move; it could a in the field of failure to have adequi ite financing to 

carry your operation through; it could be in the sales field; it could 
be, as Congressman Rutherford so aptly pointed out here a few minutes 
ago, I don’t know whether the individual businessman he cited 
as an illustration is a fictional character or not, but that businessman 
failed to give the customer a smile, and he didn’t believe in advertising. 
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What else he didn’t believe in, I don’t know, but that in itself would 
be, as you all know, and as we cous & very pertinent reason for a 
business failure. 

And I question very much whether financing would affect that kind 
of an operation to any great extent other than to prolong the demise. 

Mr. McDonovucu. Then you say the majority of the failures of 
small business are a result of poor management. 

Mr. Davis. I say that the Department of Commerce, after having 
conducted what d ‘would assume to be a rather complete survey, says 
that that is 91.3 percent of the major cause of failures in business, 
regardless of whether they are large or small. 

Mr. McDonoven. In other words, lack of credit is not a principal 
factor in the failures of small business 4 

Mr. Davis. Again, going back to this survey, apparently not. 

Mr. McDonoven. In other words, do you mean to say that a small 
business has a market, has good management, keeps its inventory within 
good reason, advertises, smiles at its customers, and so forth, but 
doesn't have adequate financing, that it will fail ¢ 

Mr. Davis. No, if you recall, I mentioned the fact that adequate 
financing was also one of the prerequisites of good management, and 
I think that, to get down to your point, which I think is your point, 
excuse me—TI don’t want to presume— 

Mr. McDonoveu. No, no, my point is: Which, in your opinion, is 
the principal factor of failures, lack of management or lack of credit ? 
Which of the two cause the most failures in business? 

Mr. Davis. I take it that you are asking me my personal opinion. 
I have already given you the opinion of a so-called expert. 

Mr. McDonoveu. That is right. 

Mr. Davis. My personal opinion as a former small-business man, 
and presently connected with small business all over the country, would 
be to endorse the figures which were prapared by the experts. I would 
say that a failure of management is a much more contributing factor 
to business failure than the inability to obtain credit. 

[ think that the credit facilities in the United States today, in the 
business field, except for spot locations, are adequate. 

Mr. Apponizio. Will you yield ¢ 

Mr. McDonoveu. I yield. 

Mr. Apponizio. If I understood you correctly, Mr. Davis, you said 
that lack of credit does not enter into these business failures ? 

Mr. Davis. No, I did not say that, sir. 

The question asked of me was which was the greatest contributing 
factor. The question asked was, “Which was the greater contributing 
factor, was it a breakdown in management or was it a lack of credit ¢” 
My answer was that, I first of all quoted the only adequate figures I 
know of which would seem to indicate that poor management was the 
greater contributing factor, and then when they asked a personal 
opinion, I said that “LT would have to endorse the figures as pn nicer 
the fact that a breakdown in management processes was more of : 
contributing factor than lack of credit. 

I did not say that a lack of credit today was not causing small busi 
ness failures. 

Mr. Apponizi1o. But it is an important factor ? 

Mr. Davis. Yes, sir, definitely, it is a contributing factor. Of 
course, we say in our statement that it is, sir. 
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Mr. Apponizio. Because I can hardly understand the reason for 
extending the act, if that is not an impor 
one of the basic functions of the Small J 
‘ dvance money to these smal] businesses 

Mr. DAVIS. Mr. Coneress nan 

The CuatrmMan. Mr. Mel onouglh’s time has expired. 

Mr. Patman / 

Mr. Parman. Mr. Davis, I note you state on page 3 that the tight 
money policy is Causing the small-busimess men a lot of trouble. Of 
Course, J agree with you on that, and the impact ot a shortage of in) 


tant factor, because that is 
susiness Administration, to 


1? 1 7 +1 7? 
vestment capital Has been espe ially severe on tne mall business 


community, you say. 

In ot he r words. “as it is now. regardless of how well-inte ntioned the 
policy was, the result of a tight mioney policy is that thi DI2’ Man can 
get money to expand and the little man cannot. 

That is correct, isn’t it? 

Mr. Davis. Yes, sir, that is correct. 

Mr. Parman. Well, you say, for instance—and I am not saying 
anything derogatory ibout a very fine firm lke Sears, R ebuck, Mont- 
gomery Ward, and people like that, they are very fine people, engaged 
in a fine business and I am not criticizing them—but they can get 
plenty of money by reason of their interlocking connections with big 
banks and investment houses. They ‘an always vel plenty ol money 


“Sp 3 | J | Stat 
to pul into retail outlets in any town in the United St ites, whereas, 


little fellows in those small towns Cannot get cap tal for those pul 


poses because it is not available to them. 


[sn’t that generally true / 
Mr. ] ‘ ; , , 
Mr. WAVIS. 1 eS, li’, tial Ss gveneranuy true under presehnt Clrcul- 


stances. 


Mr. ParMan. So the ti 


lo 


1 
ri 


ht-money policy is helping the big man and 
is harming the little man, because he just can’t get available credit. 
Furthermare, you know in your experience, that you will find a young 


man will 0 into a store and work his head off try Ing’ to make cood 


a general merchandise store. And ther isa time,ina ew vears, when 

he is ready to Yo into business ior hi mself, and you know that even 

in the little town where he is working, that the per ple he is working 

tor will often ielp him get estab] shed tl nearby town. and he can 
. ; 


] . P ] ] ] ‘ ‘i ] 
get loans from local banks and other sources and £0 


tO HDUSINeSS, 


after learning the business wi 


Y Concern. 


But now there is no place where that young fellow can get. this 
money to go into business. There is no place for him to go, because 
it is not available locally. I would prefer the local banks to do all 
this, and | think the banks should do it. This is really a reflection 
on the banks. I will say for the record, it is really a reflection on the 
banks because they are not doing the 1ob they should do, and I think 
it is due to the fact that they are investing their money too much jin 
Government bonds. Most of them have 50 percent in Government 
bonds. Well, the Government doesn’t need their credit. The (vovern- 
ment’s credit is good enough without the local banks’ credit. 

They are not doing any particular service to the Government when 


: . 
they dothat. But they are denying local people opportunities to get 


eredit. because they are Invested in (,overnment bonds. 
Don’t you find that to be true of most of the small banks vou know ¢ 
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Mr. Davis. I think the greatest thing that the small banks are 
facing, Congressman, today, other than the fact that the reserve 
clauses require them to carry so much of their capital in the way in 
which you mentiol ed 

Mr. Parman. Yes, sir, I know that is a handicap, and the small 
banks are handicapped that Way. It is not their fault. 

Lam not blaming them for it. But I think the main difficulty is 
the fact that they tie up so much of their resources in investments in 
Government bonds and outside paper. | don’t part ticularly blame a 
local banker. Why should he ee his tit ne ti alking’ to dozens and 
hundreds of little businessmen, eening #2 plications and working 
day and night on them, when as can just deal with a few people and 
gel loans that will be worth more to him than those of all the little 
fellows 

Che banks shi uld be the last ones to buy those bands, because they 
create the money by buying them. That is inflationary. 

Phe CHAIRM Vis That can’t be taken care of in this act. 

Mr. Patan, 1, we can talk about it. 

Phe CiairMan. Sure, you can. 

Mir. Tauue. As a matter of fact, we are talking about. it. 

Mr. Parman. I think it is certainly 
credit. and this 1s a qui stion of the sma I 


or SBA. 


ermane to the question of 


] ] 


cr 
| banks making the toans 


Mr. AleDonoverr. Some estment house must have elven Pears, 
Roebuck a little boost atong the line. ‘They weren't always big. 


Mr. Parman. That is true. 
Mr. McDonovugu. If this young man you are speaking about has a 
good reputation and the know-how, I think a small bank will finance 
him. You have @ot to col ider the av siehiiay of money. 

Mr. Hiesranp. Mr. Chairman, the witness was about to answer Mr. 
Patman’s question, and didn’t get a chance to answer. 

The Cuamman. Tle may doso. 

Mr. Davis. L wanted to touch on two points that Mr. Patman brought 
out so ably there. [think that, as a director in a small-town bank I 
from practical cmperse nee. Ina eity of ap prox! 


am now speaking 


mately 5.000, where we had 3 industries that we handled the finanen O 
for, or 5 productive enterprises, there are today 11—all of whom need 
hina mMcimMe 

As ill-town bank is permitted to loan one borrowe1 only up toa 


satiaia ine reentage of its capitalization. We have quite often found 
ourselves at a loss, and we have quite otten gone out and farmed out 
this loan, either to an individual we knew could handle it. or in some 
instances to other banks. That is a situation that small-town banks 
are facing today. I think they are meeting it rather well. 

Now, the other point that I wasn’t quite clear on was this: Did the 
Congressman mean that there should be a Federal loaning’ agency 
et up that would permit a yvoung man who had had his training in 
business—who had arrived at a point where he wanted to launch out 
into a business of his own to gotoan Federal lendine agency to get the 
equity ¢ ‘apital hecessary to start a business ¢ 

Mr. Parman. No, my inference is there, and my statement is that 
are not doine it. That voung man Is entitled to credit 


the local banks 
from some source. 


Mir. Davis. Credit but not capital. 
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Mr. Parman. The local banks should do it. 

If the local bank can’t do it, it should take the lead. That is my 
statement. But if there is no way in the world in which that young 
man can get an opportunity, there should be some source, even an 
RFC, that would permit him to get available capital where the loan 
was deserv ing, to give him an opportunity in this land of opportunity. 

Mr. Davis. Yes, sir, credit to carry on a business, but not capital 
tolauncha business. I understand. 

Mr. Parman. Well, the type of loans the RFC used to make. 

But Iam always for the banks first. 

The Cuarrman. Mr. Widnall ¢ 

Mr. Wipnay. I would just like to compliment you on your state- 
ment, Mr. Davis. I think you have made a good statement and have 
answered questions very we Tl. 

Aren’t small banks smal] business ? 

Mr. Davis. My good friend Ear] Cook, whom you all know—Chair- 
man of the FDIC—and I were talking the other day. There are 
approximately 13,000 banks insured under FDIC in the country and 
he tells me 11.700 of them are banks of less than $24 million, which is 
the demarcation they make between a small bank and a large bank. 

So I would answer your question very definitely, sir, that banks, 
numerically, are small business. 

Mr. Wipnate. And normally, the small bank is set up with loeal di 
rectors by local businessmen who are interested in the healthy growth 
of the community; isn’t that so / 

Mr. Davis. That is correct. 

Mr. Wipnatt. So that normally, if they possibly have money avail 
able, they are anxious to put the money out on loans if the applicant 
can satisfy the requirements of character, integrity, and so forth. 

Mr. Davis. That is correct. 

Mr. Wipnati. That is all. 

The Cuarrman. Mr. Multer. 

Mr. Mv rer. I will try to be very brief, Mr. Chairman. 

Mr. Davis, your organization, like that represented here this morn- 
ing by Mr. Burger, I think, is doing a rather good job. 

Mr. Davis. Thank you, sir. 

Mr. Mvuurer. You also submitted a statement to the House Small 
Business Committee when this subject was being considered. 

Mr. Davis. Yes, sir. 

Mr. Mctrer. I think there is a slight difference in operation be- 
tween your organization and that represented by Mr. Burger. 

Mr. Davis. Yes, sir. 

Mr. Muvrer. They try to present to Congress, on these legislative 
matters, views as they gather them by polling the entire me mbership. 
I think your organization on the other hand has a board of directors 
which tries to reflect the opinions of its members, and after authoriza- 

tion by the board, you then present a statement to Congress? 

Mr. Davis. One thing, Congressman Multer. 

The resolutions are drawn by a resolutions committee, then presented 
to the membership for vote, then the board of trustees for a policy, 
based upon the recommendation of the entire membership. What we 
don’t do is conduct a Gallup poll of our members. 

Mr. Mvtrer. And you try to reflect the feelings and opinions of 
your members. 
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Mr. Davis. We do reflect them, sir. 

Mr. Muurer. When you made your statement before the House 
Small Business Committee, on behalf of your organization, you 
strongly recommended that the Small Business Administration be con- 
tinued as an independent organization. Your organization still 
teels the same way, does it not 4 

Mr. Davis. Until we get further direction on that, sir, that is the 
only position we can t ake. 

Mr. Meurer. And you also at that time took the position that the 
Small Business Administration should be strengthened both as to 
authority and personnel, in order that it may more effectively fulfill 
its assigned functions. 

Mr. Davis. That is correct. 

Mr. Muurer. And your organization still stands by that recom- 
mendation. 

Mr. Davis. That is correct. 

Mr. Muvrer. And then you also said that you commend particularly 
the use of advisory committees, and your organization still feels the 
same way about that. 

Mr. Davis. That is correct ; actually some of our members are mem- 
bers of the advisory committees. 

Mr. Muurer. With reference to the so-called official figures that 
you referred to on failures of small business, those same statistics 
reveal that there are 245.000 manufacturing concerns in the United 
States today. Of those about 92 percent employ less than a hundred 
persons, and produce between 45 and 50 percent of the gross national 
product, and account for more than 40 percent of all employment in 
at icturing: that is in accordance with your understanding, is 
It not ¢ 

Mr. Davis. That is correct. 

Mr. Muurer. So we can now proceed on the assumption these 245,000 
manufacturing concerns—and I am not excluding other business but 
that is the only statistics we have available from the Department of 
Commerce, because the ‘vy directed their census reports and inquiries 
to the manufacturing concerns—so that we have at. least 225,000 small 
business manufacturing concerns, after having weeded out the 92 per- 
cent or 91 percent that fail because of bad management, and h: aving 
weeded out the 9 percent that fail because of other reasons, and it i 
those 225.000 manufacturing concerns and all of the other small con- 
cerns that we are trying to help by this legislation and through this 
administration, isn’t that so? 

Mr. Davis. That is my understanding, and I am sure you are doing 
u very good job. 

Mr. Meurer. And you think that is a worth while project and we 
in Congress should concern ourselves with that / 

Mr. Davis. I think any project that concerns 40 percent of the em- 
ployment of this country, and I have forgetten the other figure, what- 
ever the percentage of the gross national product is, is certainly the 
concern of the United States Congress. 

Mr. Mcvrer. Today, you re ferred in your statement to the fact that 
the majority of small business loans should be approved by local offices 
of SBA without reference to Washington. Any bank that would try 
to operate by making loans through a central organization, having 
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| 1 ' } ] J 4 4] ea — 1} ‘ 
the local othces througnout the country oather the information and 


a | nad it on to Washineton. vi muldn’'t Stay in business very long. would 
1t ¢ 


Mr. Davis. I would think, sir, that that would be a correct assump 
tion. 


Mr \I | > And if thi { CoO } ittaet »tah the nT 
LP. WLULTER,. ANG IT this ency Sto G0 al ied ve 7ObD, they must 
{; > Md j } ] ] ] ] ‘ 
vet financial offices into the tocality where the money needed and 
nere proce and pprove ne app! itic . 1S! t that =O ¢ 
. ) ' 4 . 
Mr. Davis. Yes, sir. 
\ : 
May i speak on that a minute 
‘ 5 ¥ } 
Mr. Muurer. Yes, please. 
ae y } 5 : 
Mr. Davis. We have approached that ery arily tor th reason. 
I ‘ 
’ e 4 
2He business OF hhancing Is a specialized operation. AT 1 e time that 


. = i 
the last oreatl Federal lend gy agency was established. the REC, the 


country was entering into a depression. 

‘There were a great many competent dankel Walking the sti ts of 
our eit es, and vill iges al ad towns. 

That agency Was fort inate in its ability to pie} up con pete hit pel 
sonnel to handle hha ial problen S. That sume situation does not 


exist today. | question very much whether we could establish, or, 
excuse me, whether the (Cloneress could estab] sh a Similar agency 
today, and staff it competently as the RFC was staffed in its early days, 
for that simple reason ot personnel at | manpower. 
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inererore, »] ike >» po efi Ve el >The por 11 1e] 


ever possibie, and Ii at all possibie, a recommenda id be tha 
they function through the loeal banks and with a minimum of local 
office set p to de ide or pass on these loans. 


Pha Is our reasoning 1n back of that, Congr man, and t think that 


= 
itself a rather sound position 


ifis ini 
The CHairman. Mr. Betts 
Mr. Berrs. Mr. Davis, I think you have made a very tine statement. 
Specificall : 
Dealer. 
Mr. Davis. That is correct. 
Mr. Berrs. A great paper. 
l 
| 


vy. I think you were assoc ted with the Clevela a | Lin 


Mr. Davis. Thank you. 
Nii 9ETTS You mentioned some of the contrib ting Tactol naving 
. 1 1 l ye ] 
a severe elfect on small business, such : hational tabor policy. I ye 
, a . un j j ? 1 
a lot of letters from small-business men who are fearful of the im 
plications of a mi mum wage and hour iaw. Would you care to com 


ment on that 


Mr. Davis. Coneressman. I have just consulted our counsel and we 


have not formulated a position on the minimun wave, nd tL am 

suming you are referring to the move to raise it tron? its resent level, 

and there roreat leal of concern, wmnone certain types oT enterprises, 

and particularly in sectional areas of the country, that such an aetion 
; : ae 


would seriously dislocate their economy. 
We havent t 
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what was referred to in my reference to the labor poli V. Primarily 


aken a specific stand on that questiol und that is not 
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we are concerned with enforcement of the secondary boveott. we 


are concerned with unification responsibility, we believe that labor 
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Nation, that perh: aps the time has come for Congress to seriously con- 
sider ap plic ation of the antitrust law, or similar action, to labor unions. 
The Cuairman. I don’t think the question is germane to the inquiry. 

Mr. Davis. I only tried to answer the question, Mr. Chairman. 

The CITAIRM LN. We are ol: ad to he ave your vlews, and you express 
them very well, but it is necessary that we get through with our 
hearings, 

Mr. Berrs. That is all I had toask. I thought-it was as germane 
as the que stions on “tight money.” 

The ¢ HAIRMAN, Mr. Addonizio. 

Mr. Apponizio. Mr. Davis, when I was que stioning you before, you 
were just about ready to answer the last question I asked, and we were 
talking about the lack of credit not bel ‘ing an important contributing 
factor to small-business failures, and I asked you what the purpose 
was for extending the act if that was true. 

Would you an swer that qt uestion ? 

Mr. Davis. Yes, s 

It is our feeling that while, as presently administered, the lending 
features of SB.A, and considering conditions as they are, are terrifi- 
ally important, there are other very substantial contributions which 
the Small Business Administration makes to the small-business field. 
in the area of procurement, for exrunple, in their educational work, 
n the contacts or laisons that they establish for the benefit of small 
business with other Government avencies, so that I think those in them- 
selves are of suflicient importance to warrant the continuation of SBA 

Mr. Apponizio. How many members are there in your organization ¢ 

Mr. Davis. We have in excess of 15,000 members, sir, mostly in this 
productive entet prise held, that is the field of the 245,000 engaged 
the productive enterprise field. We have very little representation in 
the service fields. 

Mr. Apponizio. That is all, Mr. Chairman. 

The Cnairman. Thank you, Mr. Davis. We are glad to have you 
views. 

The House \\ il] SOON be in SESSIt Nh to consider the agricultural appro 
pl lation, and there won't be time to call the Members around. 

If t the re are furthe que : tions, | will recognize members who have 
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ot vet had an Op portunity to ask any questions. 

Mr. Breepinc. Mr. Chairman. 

The Cratrrmman. Mr. Breeding. 

Mr DREEDING Mir. Davis, I vet a lot of letters from small business 


men mmyv a str ct. and I notice your remark about tax relic f for small 


business. In some of the letters I receive they say they think they 
hould have $20,000 exemptions in small business in order to accumu 
late Crow En: Is this your thinking or your policy ? 
Do you plan to submit something to the committee in regard to it? 
Mr. Davis. Congressman Breeding, I had said earlier that our 


presentation or analysis of the tax problem is now in the hands of 
every Member of Congress. We are not saying that there shoul dl be 


a $20,000 exemption. That is not part of our policy. Our policies 
ive been clearly Sel forth. 

There is this. however, that I think Congress should consider when 
it is ¢ OnEIGe ‘ring this tax data, and that is this: What we are actually 
isking is a comparably favorable climate for small business today, 


in w Nich the big business of the day had its beginning back when 
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it was small business, and if you will recall those times, there was 
very little personal income tax, there was none actually, there was a 
very mild corporate tax; there were very few excise taxes—in other 
words, it was possible to acquire equity capital. Today, under our 
present taxing system, it isn’t possible, because of the cost of our Fed- 
eral establishment and the maintenance of our defense system in order 
to protect the United States. 

Mr. Breeprnc. You don’t plan to ask for some special tax con 
cession, do you ¢ 

Mr. Davis. This is briefly our proposal. 

First of all, a reduction in the corporate and personal income tax 
rates, based upon economies effected in Government and based upon 
an orderly reduction of the national debt, and having that reduction 
not left to hit or miss or what might be saved from the budget but 
have it funded in the budget annually, as being part of the cost of 
reducing the cost of the Federal debt. 

In other words. if in the wisdom of Congress it were to decide that 
$3 billion should be taken off the Federal debt in the next fiscal year, 
put the $3 billion item in the national budget, and provide for and 
reduce the debt the same as you would reduce your mortgage debt 
on your home or ear. 

Mr. Breeprne. Thank you, sir. 

Mr. Henperson. Mr. Chairman / 

The CHarrman. Mr. Henderson ¢ 

Mr. Henperson. Your statement has been an excellent one, Mr. 
Davis. I would like to ask, is it the position of your organization that 
the Small Business Act should be extended or should be made 
permanent agency ? 

Mr. Davis. Our position presently, sir, as indicated in my report is 
that it should be extended. 

Mr. Henperson. I am very sorry, Mr. Davis, that I don’t have time 
to ask some more questions, partic ‘ularly in the line of financing small 
businesses in smal] communities. Thank you, Mr. Chairman. 

Mr. Vantx. Mr. Davis, just one brief question. 

If we have to make a choice between reducing the debt and re- 
ducing taxes, which do you think would be more important ? 

Mr. Davis. I think that question went past me. 

Mr. Vanitx. Which in your judgment would be more important, 
reducing the national debt or reducing our taxes / 

Mr. Davis. Well- 

_Mr. Vanik. Would you agree with me, for example, if we applied 

3 billion to our national debt, that it would release for private in 
wide nt in small business and large business, $3 billion that would be 
taken out of Federal investment. and made available for private in 
vestment, and perhaps reduce the interest rate 4 

Mr. Davis. I think the history of that kind of an operation points 
pretty clearly to the fact that a saving, either in the national budget 
or a reduction in the national debt, is reflected almost instantly and 
in the many times it is multiplied, in the availability of private capital 
and the use that is made of it. 

Mr. VAntxK. In other words, if we were to reduce the debt by $3 
billion, it is your judgment that that $3 billion would flow into private 
enterprise and might reduce the interest rate or might even reduce the 
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Government’s own interest rate so won't it be more important to reduce 
the debt rather than taxes, as far as our economies are concerned ¢ 

For the sm: slitaasinames man, the large-business man, and for the 
private citizen? Won't we all stand collectively to gain more, and this 
is an important question, because it is going to govern all our actions. 

Mr. Davis. That was our thinking when we made that recommenda- 
tion, and I think it is unique. 

I think we are the only organization on record on that kind of a 
proposal, and it was our thinking when we made it that we talk about 
cutting the budget this much, and cutting taxes correspondingly, and 
we say let’s have an annual budget whic h is an honest annual budget, 
let’s recognize the fact that we are in debt. 

Mr. Vanik. And let’s forego the tax cut until we can cut into the 
debt, and the longer we defer all tax cuts the sooner we are going to 
face up to re: ality. 

You haven't said that in your organization view / 

Mr. Davis. Well, I wish 

Mr. Vanik. 1 want some group of Americans to say, “We don’t 
want tax cuts, we want to get that debt reduced so we can get our 
housekeeping in order first. Let’s defer tax cuts until we get the 
housekeeping in shape.” 

Because IL think if we tackled that debt it would be an accelerating 
factor, and would be reduced very quickly. 

Mr. Muurer. How are you eoOIng rtO reduce the debt e xcept by app ly- 
ing tax receipts to reduce the debt / 

Mr. Vantk. That is right. 

Mr. Muri r. You have got to vet tax receipt sin order to reduce the 
debt. 

Mr. a That is right. 

Mr. Chairman, I realize this question is a little bit out of order, and 
| ae to ask this witness about it so | could be cuided by his answer 
on other Important lemislation and | appreciate the opportunity. 

The Cuairman. If there are no further questions, thank you very 
much, Mr. Davis. for your very inte resting statement. 

Mr. Davis. Thank you, Mr. Chairman. 

The Cuamman. We are always glad to have your views and the 
views of the organization you represent. 

Mr. Davis. Thank vou, Mr. Chairman. 

The CuatrmMan. We will ask Mr. Maxwell, our next witness, to re- 
turn at 10 o'clock tomorrow morning. He will be our first witness, 
and the committee will stand adjourned to reconvene at 10 o'clock 
tomorrow morning. 

(At 11:58 a. m., the committee adjourned, to reconvene at 10 a. m., 
of the following day, Thursday, May 16, 1957.) 
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THURSDAY, MAY 16, 1957 


Houser or REPRESENTATIVES, 
COMMITTEE ON BANKING AND CURRENCY, 
Washinaton. D. C 

The committee met at 10 a. m., Hon. Brent Spence (chairman) 
presiding. 

Present: Chairman Spence (presiding), Messrs. Brown, Patman, 
Multer, Mrs. Griffiths, Messrs. Vanik, Coad, Talle, Kilburn, Widnall, 
Betts, Mumma, MeVey, Hiestand, Bass, Seely-Brown, and Chamber 
lain. 

Phe (CHAIRMAN. The comniittee will be in order. We will call Mr. 
Maxwell of the American Bankers Association, as the first witness. 

Mr. Maxwell. you may proceed as you please. You have a written 
statement. You may read it and then subject yourself to interroga 
tion, when you are finished. 

Mr. Maxwe.tu. Thank you. 

The CHatrman. Mr. Maxwell. 


STATEMENT OF ARTHUR F. MAXWELL, THE AMERICAN BANKERS 
ASSOCIATION 


Mr. Maxwe.t. My name is Arthur F. Maxwell. I am president 
of the First National Bank of Biddeford, Maine, and a member of the 
Credit Policy Commis 310N ot the American Bankers \s sociation. | 


1 


am present ne this statement on behalf of the asst ciation in connec 


tion with various bills, amending the Small Business Act of 1953, 





which are | { Ing considered tut this time by your committee. 
The Ame Can Bankers Association, the Mh mber hip of ¥ hich con 
sists of 97 percent of all the banks in the country, naturally is inter 


lems of small business since a majority of the banks 


ested in the | rob 
making up its membership are small business institutions and all of 
its member banks, both small and large, have manv borrowing cus 


tomers which are small business enterprises. 


To illustrate the small business character of bankine, out of a total 
of approxinately 13,700 commercial banks, around 8,900 banks, or 65 
percent, have deposits of less than $5 million and about 11.000 banks. 

| or 80 percent, have dep its of less than $10 million. 

These institutions and the larger banks as well serve daily the 4 
million units of small business. They know the problems of small 
business: they know its strenoth and weal nesses, and they have re 
spect for the 1m coed individualism of the typical mall-b isiness nian 
and faith in his ability to vet ahead. 
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Since World War II, commercial bank lending practices such as 
term loads, accounts receivable financing, installment repayment 
equipment loans, field warehousing financing, and consumer install- 
ment financing have been particularly significant from the standpoint 
of small-business concerns. 

Term loans, by making credit available for a period of 1 to 5 years 
or longer, have enabled many small and medium-sized businesses to 
finance the purchase of facilities, equ ipme nt, and machinery with 
funds, the repayment of which is more closely related to the life of 
the asset acquired. 

Greater availability of accounts receivable credits, installment repay- 
ment equipment loans, and field warehouse financing, by broadening 
the categories of acceptable loan collateral, has provided a broader 
base for small businesses to obtain credit. The further spread of con- 
sumer installment financing and personal loans has provided some 
very small business concerns, the majority of which are unincorpo 
rated, with sources of short and intermediate-term credit. 

According toa survey of business loans of Federal Reserve member 
banks conducted by the Board of Governors of the Federal Reserve 
System in October 1955, the member banks had outstanding on Oc 
tober 5, 1955, credit to business totaling $31.6 billion. This total 
amount of business loans outstanding was 21% times as large as in 1946 
and the number of loans was twice as large. 

The survey also showed that most individual business loans of 
member banks were to borrowers with relatively small total assets. 
Almost one-half of all business loans were to concerns with assets of 
less than $50,000 and 4 out of 5 were to concerns with assets of less 
than $250,000. 

Moreover, the survey disclosed that term loans accounted for 34 
percent of a member bank business loans outstanding in October 1955, 
and further, that the relative importance of term borrowing by small 
enterprises had increased substantially since 1946. For those con 
cerns with assets under $50,000, the ratio of term loans to total bank 
borrowing had risen from 29 to 41 percent. 

The findings of this survey indicate that banks and other private 
institutions have been meeting the credit requirements of small busi- 
ness. Such information as is currently available supports the con 
clusion that the proportion of bank loans to small business, both as 
to volume and type of loans, has not materially changed from that 
shown in the Federal Reserve Board survey. 

Furthermore, the number and amount of business loans approved by 
the Small Business Administration from its inception through Decem- 
ber 31, 1956, are so small relative to the number and amount of bank 
loans to small businesses during this period that serious doubt. is 
raised as to whether a sufficient demand for credit exists outside of the 
banking system to warrant the continuation of the business lending 
program of the Small Business Administration. 

There are more than 4 million small-business concerns in the United 
States: Consider the fact that according to its seventh annual report, 
the Small Business Administration from its inception through Decem- 
ber 31, 1956, had received 13,025 loan applications, had approved 5,610 
applications, and had initiated disbursement of only 3,606 loans. In 
other words, the SBA was making loans to nine one-hundredths of 1 
percent of the small-business concerns in the Nation. 
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A recent news release | Vy the SMA Administrator shows gross total 
loans ap proved by SBA since the start of its lending program, Sep- 
tember 22, 1953, through April 22, 1957, to be 5,896 business loans for 
$78,534,000. 

On the other hand, the 1955 Federal Reserve Board survey disclosed 
that member banks had more than 608,000 business loans outstanding 
to concerns with assets of less than $50,000 in a total amount of approxi- 
mately $1.7 billion and more than 469,000 loans to concerns with assets 
between $50,000 and $250,000 in a total amount of approximately 
$4.5 billion, making a total of over 1 million loans aggregating over 
$6 billion to the business concerns in these 2 size categories. 

Comparison of these figures with those of SBA further illustrates 
the minor role this agency plays in our economy—a role which entails 
a substantial financial cost to the taxpayers and some economic cost 
to well-established and soundly ope rated small-business enterprises 
which may suffer from uneconomic competition of marginal operators 
who have been enabled to continue in business through SBA financing. 

On the matter of costs to the taxpayers, it would appear from SBA 
figures that the cost of processing each loan application has been 
approximately $784. This figure, of course, would be considerably 
higher On loans made. 

Not only is it costly for the SBA to “put a loan on the books,” but 
the subsequent servicing, which may involve reviewing requests for 
resetting repayment schedules, extensions of maturities beyond the 
original terms and passing on secondary loan applications to bulwark 
inal loan. all add to the overall costs of the businmess-loan 
rogram. The cost of  Yigtidavien of defaulted loans and of curing 
le linquencies should not be overlooked. 

It is disclosed in the 7th semiannual report of the SBA that 78 
loans are in liquidation status and 64 have yee due which are 
detnque nt in excess of 60 days, It is in dicated that, by reason of in- 
adequate collateral, liquidation actions have thus far resulted in the 
charge-off of S70224 of principal on three loans; but, should the 
economic cycle move downward, the charge-offs could become sub- 
stantial. 

Attention is ealled to the 1952 report of Joint Committee on the 
Economie oi in the 2d session of the 82d Congress con- 
ae the monetary policy and management of the public debt. The 

ollowing quotation is an excerpt froma joint reply made by the presi- 
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oe of the twelve Federal Reserve Banks in response to the Com- 
mittee’s Inquiry as to thes availability of capital for small business. It 
appears in part IT, page 795, of the report. It is an opinion from a 


competent authority which merits careful evaluation. 


We believe that the establishment of additional governmental facilities on the 
ational level to provide capital or credit, or guaranties, for small business would 
not be necessary or desirable. The establishment of additional agencies to 
provide capital or credit, or guaranties, for small business would, in faet, tend 
to be harmful in the long run to the American enterprise system and the public 
welfare for the following reasons. 

1. Such agencies are unlikely to have the intimate knowledge of all aspects of 
the affairs of individual businesses that is needed to enable them to provide the 
type of service, supervision, guidance, and counsel appropriate to protecting the 
investment and providing management aid. 

2. Those making the final decisions bear no risk and are not penalized for 
their errors of judgment. 





known as the Hoover Co 
report 
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and proper development to a considerable extent during World War II when a 
great industrial expansion was undertaken as the united effort of all of our 
people. However, it has continued since the war. Our risks have continued 
to grow, as they must with the growth in the volume of enterprise, but by our 
efforts to escape them as individuals or small groups, we have assembled more 
and more of them in the national public debt where we hope they will somehow 
cease to plague us, or cancel one another out, or in any event, await the coming 
of future generations for their settlement 

( 1 


rvernment lends to fill such a credit gap as this, it is assisting 





unsuccessful competitors. The risks are the normal risks of conventional lend 
ing But, in addition, the Government assumes responsibility for launching 
the projects which the borrowers could not launch through their own con 
tacts in the private economy, and it does so without curing the defects which 
Std ( ul t\ 
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(7ove hninent 


In a pe sition of being able to dictate to whom credit is 
to be extended, for what amount, and for what purpose. 

Most of the other functions of the Small Business Administration 
ould ap] ropriately be transferred to the Department of Commerce 
where they could be carried out just as effectively and at less expense 
to the taxpayer. The Department of Commerce is already staffed in 
Washington and in the field with personnel qualified to CATS out a 


program of this character. In fact, the Department has long spon 
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sored programs designed to meet the need for better management and 
higher standards of competency in the field of small business. 

‘We are in sympathy with Federal aid to small businesses suffering 
loss from natural disasters, but we do not believe that it is appro 
priate to lodge a disaster-loan program in the SBA which was set up 
to make business loans to small enterprises. It is within the juris 
diction ae wisdom of Congress as to what other Government agency 
should be charged with fur nishing this assistance. 

The Small Business Administration should not be made perma- 
nent, as proposed in several of the bills before your committee. If 
Congress determines that this agenc Y should be continued it should 
be for only a temporary period. We believe it desirable that Congress 
review from time to time the activities of the SBA, to determine if 
there is further need of such an agency and if so, what changes should 
be made in its programs and methods of operation. While it is rec 
ognized that Congress may conduct a review of the activities of any 
governmental agency at any time it sees fair to do so, a definite statu 
tory termination d: ate would assure such at review. We also believe 
that, if the Congress does cng tee the SBA, the Loan Policy Board 
should not be eliminated as i S proposed in several bills before this 
committee. This board, in our opinion, has performed etfectivels 
and has served a valuable purpose. 

I wish to thank the committee for this opportunity to present the 
views of the American Banke irs Association. 

And further, we would like to request permission to file a supple 
ment to this report, due to the fact that the Multer bill was only intro 
duced this week and we have not had an opportunity to make a study 
of it. 

We further understand that Mr. Patman proposes to file a bill 
somewhat along these lines which has. as I understand it, not even 
been presented yet. 

So we would request permission, Mr. Chairman and members | OF the 
committee, for the privilege of filing a sup yplemental statement. 

The CratirmMan. You have that permission. 

(The supplemental statement referred to was not submitted in time 
to be included in this print. ) 

The CuHatrman. Mr. Maxwell, are there already restrictive provi 
sions in the national banking laws that would make it difficult for the 
banks to furnish the needs of small business ? 

Mr. Maxwe tu. I don’t think so. 

The Carman. You are not suggesting anything along that line? 

Mr. Maxwe wu. I think the national bank laws are adequate. We 
think we are doing a good job in supplying the needs of smi ill business. 


Of course, I come from a small country bank. All the loans that we 
make are to small business. Our total loan limit to any one borrowe1 
is $50,000, Mr. Chairman, and that. of course. is small business. All 


of our loans are in that category. 

We have no complaints to make with reference to the national bank 
laws. 

The CratrMan. Do not a good many of the new small businesses fail 
because they have not established the credit line of old businesses? 
Aren’t they at a disadvantage with a business that has been established 
for a long time and has an established credit line ? 


Oo 


or 
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Mr. Maxwe i. Of course, every new business has to struggle for its 
srowth, just the same as a human being does. A baby has to be 
nourished and a boy of 15 years has to be taken care of and when he 
gets to be 25, he can pretty much stand on his own feet. I liken 
human experience to that of small business. Business starting out, 
of course, has sudden problems, problems of growth, but primarily the 
difficulty with new business seems not to be the lack of capital but 
rather lack of proper management. 

The CratmrmMan. You think that is the greatest cause of failure— 
lack of proper management 4 

Mr. Maxwetu. Yes. 

The Cuatrman. Mr. Talle. 

Mr. Tatie. No. questions. 

The Cnairman. Mr. Multer. 

Mr. Mutrer. What is the capitalization of your bank ¢ 

Mr. Maxwewn. $200,000. 

Mr. Muvurer. I think you have already said the maximum amount 
vour bank can lend to any one person or firm is $50,000 ¢ 

Mr. Maxwesn. That is right. 

Mr. Murrer. How many banks 

Mr. Maxweuu. The surplus is $300,000. 

Mr. Muvrer. The surplus is $300,000 # 

Mr. Maxwewi. Yes. That makes the $500,000, and 10 percent is 
the $50,000. 

Mr. Murrer. Therefore, the maximum you can lend to any one per- 
son is 10 percent of your tot al ‘apits al structure, or $50,000 4 

Mr. Maxweut. That is the general rule. There are certain excep- 
tions in the national bank law. 

Mr. Murrer. Has your bank ever made a loan in excess of $50,000 
to any one person, firm, or corpor: ation / 

Mr. Maxweun. Not knowingly. 

Mr. Murer. I am not trying to indicate you have violated the law. 
[ am trying to find out if the exception has ever been availed of by 
your bank? 

Mr. Maxwecun. There are certain exceptions which the national bank 
law permits. 

Mr. Muurer. Yes. 

Mr. Maxwein. And we have exercised privileges under those excep- 
tions on occasion. We have also made loans in excess of $50,000 and 
participated in the excess on other institutions. 

Mr. Murer. How many banks are in Biddeford, Maine, where your 
bank is located ? 

Mr. Maxweui. There are 2 commercial banks and 2 savings banks. 

Mr. Murer. Is the other commercial bank a State bank or a na- 
tional bank ? 

Mr. Maxwewui. A State bank. 

Mr. Muurer. What is the limit of its lending power in any one 
instance ? 

Mr. Maxweii. Under our Maine banking laws, the bank is permitted 
to lend 10 percent of its undivided profits as well. That is not the case 
with the national bank law and that is around $60,000 to $65,000, as 
I recall it. 
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Mr. Mi LTER, Has there been any occasion where youl DI pa Cc 
pated with that State bank in mak ne a commercial loan in exce ol 


865.000 ¢ 

Mr. Maxwewi. We have not used that bank to ai V extelit. We h 
used nearby banks in other communities. We are competitors, sir. 

Mr. Mumma. Like Gimbel and Macy. 

Mr. Mutrer. They tell me that Gimbel shops Macy and Macy shop 
Gimbel and they buy from each other when the occasion requir Se 


Mr. Maxwetui. I would say, sir, we have customers in common and 
crear ~net ee . Nees 1 ] { } 3 
large concerns Which require more than elther one of us can take care 

| . . ° . . ° 
ot, and being’ local concerns in which it is someth ne of a cotmunity 


proposition, we do make joint loans. 
Mr. Murer. What vou have said to this committee t day Is based 
in large part on the experience you have had in your community. 


4 ] 


Therefore, I can understand why you say the Small Business Ad 
ministration does not perform any real function. beenuse I notice from 
the facts and figures eviven to us by the Admiunistratio1 4 they have 
only made two loans in your State. 

So 1f that is all that has been done in your State, I can understand 


most of the small business concerns in your community are being 


served, but what about the rest of the country / 

Mr. Maxwe nu. I think another answer to that is the Credit Devel 
opment Corporation in Maine, which has taken some of this marginal 
risk I don’t Waht to use ' d “mia O * ne Of these 
loans with a greater degree of risk than perhaps would qui ify It To) 
commercial paper. 

Mr. Muurer. It is making risk capital loans, is it not / 

Mr. Maxweci. Long-term loans th a greater degree of risk thar 


a commercial bank should undertake. That is, of course, not only true 
in Maine, but New Hampshire, Massachusetts, | 
necticut, and now New York State has formed a very fine organiza 
tion, as you are undoul tedly aware, and it has just really vot its feet 
on the ground, and probably the New York Business Development 


( 
1 : ’ 
Lnode Island. { 0} 


Credit Corporation will outclass most of us—-most of the present con 
cerns, because of its sheer size, althoug 1 Massachusetts as done l 


splendid job. 

Mr. Muurer. All of these development corporations have come into 
being since Small Business Administration was created / 

Mr. Maxwe tu. I don’t think so, sir. 

Mr. Mi LTER. Which came into being before Small Business Ad 
ministration was created ? 

Mr. Maxwe ut. I think most of them did—1949, Maine: 1950, New 
Hampshire. 

As I reeall it, Rhode Island was next, and then Massachusetts, and 


as I recall it. all of those except possibly New York, came into being 


prior to Small Business Administration. 

The Cuarrman. Mr. Kilburn. 

Mr. Kintpurn. Have you finished / 

Mr. Maxwett. I am not quite sure of those dates 

Mr. Mutter. I will need more time. 

Mr. Kirsurn. In furtherance of Mr. Spence’s question to you about 
small business, that was just starting, you replied that management 


was the big problem ; is it not also a question of having it properly 
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set up financial backing, so that they oe yply their whole capital funds 
without coming’ to the banks to ask 1 capt al? 

Mr. Maxwexi. Of course, any new tk usiness ought to have a reaso} 
able base of capital in the first instance, and in starting new busi 
nesses the difficulty has been perhaps one of capital requirements rather 
than for eredit. 

Of course, our tax laws, [I am not arguing for or against present 
taxes, mind you, but the tax structure has created problems in the 
rising of capital for small businesses. 

It has be hmore } rofitable for concerns to raise th ry 1) oney throug | 
borrowing, rather than through the selling of stock, for the simple 
reason that if they borrow money, the interest is a deduction from 
VTOSS income for tax purposes, whereas if they raise their money 
through the sale of stock, tile dividends 
rather t 

Does that answer your question, sir 

Mr. Kinnurn. Yes, except that my experience with a country bank 


can only be paid after taxes 
before. 
/ 


indicates that many times good straight people will come in and want 
a loan on a new business, and they want adequate capital, and, of 
course, they have no credit, either, since they are just starting, and 
I think the bigvest trouble with 1 any Dusimnesses t the start mall 
businesses IS they do not have ilequate erpital funds to vo alo oO 


with mm the first few years. 


Mr. MEAXwt LL. " hat is quite 1 le, SIV. Lloweve ~ there are oftner 
elements which influence a lending officer to grant or to decline to 
make a loan. 

[ think that perhaps the re three elements involved. One, integ 
rity. Two, capability. And then, three, capital. And L have seen 
some small businesses started wit] pretty seant ly ital. due to the 


fact the other two factors were so overwhelmingly favorable that the 


as pe: ' , 4 
capital end of it was perhaps put aside 
And it IS amazing to see hor S| ( Tlil SOM*M« i ) mall on 
is han sees. on toad a Bh Ga S53 aS al 
panies have become oOvel he years. Just to speal fron persona 
. . , “y . 4 we ‘ 
experience, it has been rather pleasing to an officer W ho has eneour 
: 1 
aged some of these small busine to start 


We had a man who had been in the elothine business as a clerk. a 
a buyer ma retail Sroenag store for some years. He was experienced. 
He was honest. He had accumulated a little money—very little, but 
a little money. And ae of his integrity, and his knowledge of 
the business. we loaned him a substantial sum of money to start his 
own business. 

We gave him a 7-year term loan, believe it or not, and he made 
those payments right on the dot. Ile paid for that business some 
years ago and only in the last 2 months we are financing the son to 
bury the old man out. 

Mr. Kinspurn. It is nice to have you cite an experienc e like that, 
but on the other hand, I have seen instances where the integrity was 
100 percent, and they started the business without adequate capite al, 
and the experience was they went broke and down went. their life 
savings. 

Mr. Maxwewu. Of course, a fellow who has no capital base at all is 
silly to even try it and sometimes I think that the banks or any lend 
ing agency that encourages him to start that business without any 
capital basis at all is doing him a disservice. 
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The Cuarrmman. Mrs. Griffiths. 

Mrs. Grurrirus. I would like to ask if you know or can find out if 
any loan has been made by a bank to a concern that had previously had 
a small-business loan ? 

Mr. Maxwetu. Well. I don’t know that I can answer that, Mrs. 
Griffiths. I do know from personal experience the bank that I work 
for has been requested to do so. 

Mrs. Grirrrrus. They have been / 

Mr. Maxwe.u. Yes. 

Mrs. Grirrirns. And what did you do? 

Mr. Maxwetu. We could not make the loan. I can think of two 
cases right off, where these companies were borrowing from Small 
Business Administration and the funds—well, let us put it this way: 
They needed more money, and came into the bank that I worked for 
for additional loans. But, of course, we could not make the loans 
because of the fact that they had asked for an unsecured loan from us, 
and Small Business Administration had taken what collateral there 
was. So we could not very well let Small Business Administration 
take the cream and we take the skim milk. 

Mrs. GRIFFITHS. Do you know the statistics on the return of money 
borrowed to Small Business Administration / 

Mr. Maxwenu. I do not get your question. 

Mrs. Grirrirus. Well, are you aware that Small Business Admin 
istration had a very soci experience in getting back the money they 
have lent / 

Mr. MAXWELL. Well, Small] Business Administration has been in 
existence blo years. Now, sometimes, in the lending business, it takes 
a few years longer before vour errors of judgment catch up with you. 
The loan made over a period of 10 years may not show up as a bad 
loan in 314 years. It may take a little longer. Bear in Kind, our 
economy has been going along at a Spee rapid rate, and if any con 
cern were to be operated profitably it would appear during these last 
few years would have been a pretty go vod time to make mone V. 

Now, there m: Ly come a time when the volume of business may not 
be as great as it is today. That is when the test will come. As we 
say in the banking business, that is when we separate the men from 
the boys. 

Then again, we do not know what some of the situations may be in 
Small Business Administration. There probably have been certain 
rewrites. There may be certain unrealized losses in the portfolio. 
We don’t know that. There could be. Oftentimes an agency such as 
Small Business Administration will rewrite and rewrite and renew 
and perhaps rewrite and include interest and all that sort of thing, 
and, of course, those losses have not shown up on the books. 

I am not saying that has happened. I say that could happen. 

Mrs. Grirrirus. The banks do, however, buy loans that Small Busi- 
ness Administration has made, after there have been two turndowns 
by banks? 

Mr. Maxwe ry. Occasionally. There may have been rare instances. 

Mrs. Grirrirus. How do you account for that ? 

Mr. Maxwe .. I say they should have made them in the first place. 

Mrs. Grirrirus. Why didn’t they ? 

Mr. Maxwe tu. I can't answer for the other fellow. 
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Mrs. Grirrirus. Do you have any knowledge of the effect upon the 
credit of a small business from its suppliers; when it has been turned 
down by two banks and has finally got the loan from Small Business 
Administration? Would you happen to know ? 

Mr. Maxwe tu. No, I don’t. 

Mrs. Grirritus. Thank you. 

The Cuatrman. Mr. Betts. 

Mr. Berrs. Mr. Maxwell, I think your remarks are particularly en- 
lightening, because I feel that nobody knows more about small busi- 
ness than a smalltown banker, but there is one thing about your re- 
marks that I would like to inquire into further. I do not know much 
about this credit corporation that you are mentioning here. 

Is that organized under some special State legislation which would 
permit greater risk loans than ordinary banks ‘would make? 

Mr. Maxwetn. Yes. I believe in every case a group of bankers and 
businessmen have gone before the State legislature and asked for 
special charters to organize these concerns. 'T think they could gen- 
erally have been formed under the general laws, the general corpora- 
tion laws. 

But we have gone to the legislature in each case, I believe, and asked 
for a special ac t. 

Now, these corporations are like a finance company. There is a 
base of credit, capital provided by industry, which forms the cushion 
against organizational expenses, and possible losses, and then the 
banks in turn lend money to these credit corporations, just the same 
as they lend money to the General Motors Acceptance Corp. or any 
other concern of that sort. 

And then in turn the corporation receives applications for loans 
which do not qualify for regular bank requirements. 

Mr. Berts. Do they have to charge a higher rate of interest to 
offset the risk ? 

Mr. Maxwe tt. Generally; yes, they should. 

Mr. Berrs. How much? 

Mr. Maxwett. So far, in Maine, we have been charging 6 percent. 
I don’t know whether that rate will go higher or lower, but ‘they charge 
6 percent now. 

Mr. Berrs. Do your special charters set a limit of interest rates? 

Mr. Maxwetu. Oh, no. 

Mr. Berrts. In other words, under your charter this credit corpora- 
tion can charge any rate of interest it wants so long as it does not 
conflict with the regular usury laws 

Mr. Maxwe tu. There are no usury laws in the State of Maine. 
However, the rate of the interest is not mentioned in the charter. 

Mr. Berrs. Are you permitted then to make longtime loans? 

Mr. Maxwetu. Yes. The average length of the loan is 10 years, 
We have made loans as long as 15 or 18 years. 

Mr. Berts. How long has this credit development corporation in 
Maine been in existence ¢ 

Mr. Maxwe.u. Seven years in Maine. 

Mr. Berts. So you have not had an opportunity to find out about 
what the failures would amount to in this period of time? 
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Mr. MaxweE ... I believe we have loaned about $114 million, and our 
losses actually realized is some $8,400. There may be some other 
losses in the portfolio which may show up later. We don’t know. 

In that type of lending, we expect to make losses. In other words, 
perhaps if we don’t make losses we are not doing the job properly. 

Mr. Berts. Do you know whether or not any similar association 
could be formed in any State under general laws, or whether they can 
be formed by special charter i in other States? 

Mr. Maxwett. It is my understanding they have all been formed 
under a special act of the respective State legislatures. 

Mr. Berrs. Do you know how many States have such associations 
as this? 

Mr. MaxweE tu. I believe there are 8 active ones now, and permissive 
legislation has been passed in 4 or 5 others. There are about 15 States 
altogether which either have active credit corporations or enabling 
legislation has been passed and it is being considered by a still further 
number. 

Mr. Berrs. I understand you to say in Maine you think that the 
existence of this credit corporation is the reason there has not been 
more Small Business Administration loans made. Is that correct? 

Mr. Maxwe tw. I think that has been one factor. It has taken care 
of those cases. 

Mr. Berrs. I think that is all. 

The CHarrman. Mr. Coad. 

Mr. Coap. No questions. 

The CHatrman. Mr. Mumma. 

Mr. Mumma. Mr. Maxwell, I think somebody said there have only 
been two Small Business Administration loans made in the State of 
Maine. 

Mr. Maxwe wt. I think that was in the last semiannual period or 
something like that. But there have been more than that made, I am 
sure. 

Mr. Mutter. May I correct that, Mr. Mumma? 

Mr. Mumma. Yes. 

Mr. Mutter. I had the list before me for the last quarter of 1956 
when I addressed the witness before. The complete list shows there 
were 2 participating loans made to Maine during that quarter, and 1 
direct loan. Since the Small Business Administration was brought 
into being, there have been altogether 12 participating loans and 11 
direct loans in the entire State of Maine since 1953 

Mr. Mumma. Did your bank join in any of those participating loans? 

Mr. Maxwett. Did the bank that I wrote for participate in any of 
those loans? 

Mr. Mumma. Yes. The Small Business Administration likes to 
have the local banks show their interest in the situation by paticipating 
in the loan. 

Mr. MaxweE.u. No; it just so happens we did not. 

Mr. Mumma. Do you think you would look favorably on that? You 
would be on an equal basis with Small Business Administration. 

Mr. Maxweti. Well—— 

Mr. Mumma. It would depend upon who it is largely. 

Mr. Maxwe tt. It would depend upon who it is; yes, sir. And it 
would depend a great deal on the credit standing of the applicant, and 
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those that we have been consulted about, we have not been too enthu- 
siastic about their credit standing, frankly, even to the extent of 10 
percent of their commitment. 

Mr. Mumma. Did you ever find out a good company you have been 
loaning money to for years, that for merly had to borrow $25,000 in the 
spring “for inventor y or something like that, now needs $50,000? 

Mr. Maxweuu. The requirement. to carry inventory has, of course, 
increased with the price of everything. 

Mr. Mumma. Yes. It takes more capital. 

Mr. Maxweti. Yes; and oftentimes the customer has not kept pace 
with the customer’s volume. 

Mr. Mumma. Has that anything to do with what he did with his 
profits or lack of profits ? 

Mr. Maxweti. That has been due to two factors. One, it has been 
more profitable to borrow rather than raise capital, for tax reasons 
which I have ate ussed, The second reason is many, many small busi- 
ness men complain because they do not have capital or can’t get capital, 
but actually they don’t want to share control. 

So many customers have come into the bank that I work for, and T 
will point out that perhaps they are expanding, they are growing, they 
are doing a greater volume of business. They need money wert 
nently in the business, not just for a short time, not just for 3, 4, 5, 
or 10 years, but they need it there permanently. “And when “don’t 
vou go out and raise some new capital to bolster out this picture ?” , we 
ask. “I know I ought to, but I don’t like to because I would have to 
share control with somebody else. I got this business from my father 
and he got it from his father, and I want to see if I can skin along. I 
want to go along seeing if I can get by borrowing up to the hilt, be- 
cause I don’t want to share control with some outsider.” and we try to 
help him as long we can. 

Mr. Mumma. It is not the big fellow gobbling the small fellow up, 
particularly, is it 7 

Mr. Maxwewu. I don’t think so. The small business concerns that 
I do business with, that I know about, the “y are getting along pretty 
well. I don’t see anything too much wrong with the small business 
that I come in contact with. They are getting along beautifully, and 
sometimes the small fellow can do better than the big fellow. He can 
be quick on his feet. 

Mr. Mumma. That has been the experience with one particular 
friend of mine. He started in the business. He was active. He 
didn’t think because he set up a big establishment people would come 
to him generally, but my viewpoint is it is a matter of getting out and 
vetting after it. 

Mr. Maxweti. We take pride in another customer. This is another 
concrete instance. A young fellow came to us. He had $500 in 
cash, and he had a truck worth $300, and he wanted to start a small 
business. And we loaned him $300 for 2 or 3 months, and then we 
loaned him $500 and then we loaned him a thousand, and finally he 
got up to our legal limit of $50,000. 

Mr. Mumma. How many years? 

Mr. Maxweiu. In about 15 years. And then he got bigger, so that 
we could participate only because he got bigger than $50,000, and he 
has a $100,000 line today. The first loan we made that fellow was $300, 
and today he has a line of credit of $100,000. That is just twice what 
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we can lend him, but we are interested in those fellows, we are inter- 
ested in these little men who want to start their businesses, because that 
is the future of our bank. 

I have been in this bank that I have worked for now for 38 years, 
and there is hardly a name on the books that was on the books when I 
went there 38 yearsago. They are all new names. 

When we take these little fellows, we lend them money—we encour- 
age them. That is the future of our bank. That is, they will be our 
depositor s 10 years or 20 years from now. 

Of course, we are interested in small business. 

The canal Mr. McVey? 

Mr. Mumma. Excuse me, is my time up? 

The CuarrMan. Yes; your time is up. 

Mr. Mumma. Thank you, Mr. Chairman. 

The Cuarrman. Mr. McVey. 

Mr. McVey. I notice this statement in your report: 

The report of the lending activities of the Small Business Administration 
indicates the cost to the taxpayers in this activity are far out of proportion 
to the benefits received by the small number of businesses that borrow from the 
Small Business Administration. 

I suppose you mean by that the losses of the Small Business Admin- 
istration exceed the interest payments that are collected by the Small 
Business Administration ? 

Mr. Maxwe tt. I don’t mean just that, Mr. McVey, but what I mean 
is that ordinary credit institutions are making so many of the loans 
taking care of so many of the 4 million small-business enterprises that 
five or six thousand, relatively speaking, is about five-tenths of 1 per- 
cent of the total small-business concerns in the country. The banks 
and other credit agencies are taking care of the rest of them. It isa 
small factor in the total lending field. That is, the part that Small 
Business Administration plays in the lending picture is so small, as 
related to the whole. 

Mr. McVey. I realize what you say is true, but I don’t think you 
have talked to that particular statement in your report. 

I asked you if the losses of the Small Business Administration 
exceed the interest that has accrued on their loans. Have you any 
figures on that ? ; 

Mr. Maxwetu. No. I think you can get that from the reports. 

Mr. McVey. You do think those losses exceed the interest repay- 
ments 4 

Mr. Maxwe tu. I don’t know whether they do or not. 

Mr. McVey. That is what your statement indicates. 

Mr. Maxwe ut. I am afraid I don’t get you. 

Mr. McVey. I will read this again. The reports of the lending 
activities of the Small Business Administration indicate that the 
cost to the taxpayers of this activity are far out of proportion to the 
benefits received from this small number of businesses that borrowed 
from the Small Business Administration. I think you mean there the 
losses the Small Business Administration received and the interest 
that was taken ? 

Mr. Maxwetu. No; I don’t mean that at all. I mean the volume 
of loans made by the Small Business Administration as related to 
the total number of loans made to small business in the country is 
minute. ' 
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Mr. McVey. I know that is true, but I did not gather that is what 
you meant. 

Mr. Maxwett. That is what I mean in that statement. 

Mr. McVey. I think that is all, Mr. Chairman. 

The Cuarrman. Mr. Patman. 

Mr. Parman. Your bank is Biddeford, Maine. What size is your 
bank ? 

Mr. Maxwe tu. Our assets are $8 million. 

Mr. Parman. Banks of 24 million and up are considered big banks, 
are they not ¢ 

Mr. Maxwewt. No; I don’t think they are considered big banks. 

Mr. Patrman. Some witness testified to that. It does not m: rake any 
difference to me. 

Do the banks generally cooperate with the Small Business Adminis- 
tration in their effort to make loans? 

Mr. Maxwetu. That is something I can’t s 

Mr. Patman. Do you know of some banks aa cooperating—retfus- 
ing to cooperate? Does your bank cooperate ! 

Mr. Maxwett. Well, cooperate—we try to cooperate with our Gov- 
ernment at all times. 

Mr. Parman. That is not the answer, I beg your pardon. I am 
not asking you that. 

Mr. Maxwenn. Let me put it another way. 

Mr. Parman. Well, let me put it my way. Do you cooperate with 
Small Business Administration when Sm: ull Business Administration 
wants you to cooperate in making a Joan to an individual or a small 
business in your area ¢ 

Mr. Maxwetw. I don’t recall we have ever had a representative of 
Small Business Administration ask us to participate in a loan. 

Mr. Parman. And you have never participated in one? 

Mr. MaAxwe.n. No. 

Mr. Parman. And you have never been visited by a Small Business 
Administration official or agent ? 

Mr. Maxwetu. Not to my knowledge. 

Mr. Parman. Your assets are $8 million. 

Mr. Maxweti. Eight million, 

Mr. Parman. How much of that is in loans? 

Mr. Maxweti. Something like 54 percent. 

Mr. Parman. Now, how much in Government bonds? 

Mr. Maxwety. Out of 8 million—81% million—we have Government 
bonds of a million and a half. 

Mr. Parman. How many of those bonds are below par? 

Mr. Maxwe.u. I suspect they all are. 

Mr. Parman. How much is your capital stock? 

Mr. Maxweti. Capital is $200,000. 

Mr. Parman. If you have a million and a half in Government 
bonds, and—are they down as much as 5 aceed below par? 

Mr. Maxweitn. No. Because our Government bonds are pretty short 
term. 

Mr. Parman. They are much shorter than the ones that are down 
so much ? 

Mr. Maxwe... 


Yes, 
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Mr. Parman. Don’t you think if there was some way to unfreeze 
those bonds that are in the banks now, it would be ver y helpful to the 
banks in making local loans? 

Mr. Maxweu. Well, I am not an expert on monetary or fiscal poli- 
cies, Mr. Patman. I don’t know that I am qualified to answer that 
question. 

Mr. Parman. Well, you are a banker and make loans locally. We 
will just forget the other 13,000 banks in the United States and talk 
about yours. 

Mr. Maxwe tu. All right. 

Mr. Parman. If you had a way of unfreezing those bonds below 
par, it would help your bank making loans locally ? 

Mr. Maxwety. We have not needed to dispose of them, to—that is, 
to sell them at a discount from par. 

Mr. Parman. How much municipal bonds do you have—State and 
municipal ? 

Mr. Maxwetu. A couple of hundred thousand. 

Mr. Parman. They are tax-exempt bonds. 

Mr. Maxwett. Yes. 

Mr. Parman. What are your other resources besides the loans of 
54 percent—that would be about $4,500,000? 

Mr. Maxwe ty. We have a good supply of cash and balances due 
from banks. 

Mr. Parman. Where do you keep your cash ? 

Mr. Maxwetu. We have to keep a certain amount in the Federal 
Reserve bank. 

Mr. Patman. You are a member of the Federal Reserve Bank Sys- 
tem, of course ? 

Mr. Maxwetu. Yes. 

Mr. Parman. Where do you keep your other cash ? 

Mr. Maxwett. In various financial institutions and, of course, 
some in the till. 

Mr. Parman. I mean the majority of it. 

Mr. Maxwetu. Well, it is spread around. 

Mr. Parman. The biggest amount ? 

Mr. Maxwe t. I suppose outside of what we keep in the Federal 
Reserve bank, perhaps from day to day, in one of the meade insti- 
tutions which ne draw on every day to make good our reserves— 

Mr. Parman. A New York bank or Boston bank ? 

Mr. Maxwett. Boston. 

Mr. Parman. Do you get any pay for your money that you keep 
on deposit with other banks? 

Mr. Maxwetu. We don’t get any interest on any deposits. 

Mr. Parman. Do you get any service fee—do you get anything of 
value for the use of deposits you have on deposit with other in- 

stitutions ? 

Mr. Maxweti. We get a lot of intangible help on occasion. 

Mr. Parman. What do you mean by “intangible help ?” 

Mr. Maxwetu. Help with our bookkeeping system. 

Mr. Parman. The Federal Reserve helps you a lot with that, 
doesn’t it ? 

Mr. Maxwetu. I don’t think that the Federal Reserve 

Mr. Parman. How would your correspondent bank help you with 
your bookkeeping system ? 
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Mr. Maxwetyi. How would they ? 

Mr. Parman. Yes. 

Mr. Maxweti. We have them come down frequently, to bring us 
up to date and see if we can make any economies in our operating 
procedures. 

Mr. Parman. They don’t charge you anything for that ? 

Mr. Maxwett. Yes. 

Mr. Parman. That is the service you get for keeping your account 
with them / 

Mr. Maxwe tt. That is one of the intangibles. On the other hand, 
we don’t keep much money there that they can invest. 

Mr. Parman. Do youever lend your reserves to anybody ¢ 

Mr. Maxwetu. No, sir. 

Mr. Parman. You have a certain amount in the Federal Reserve 
Bank which is required by law. Suppose you have an excess of re- 
serve. Do you ever permit other banks to use an excess of reserves ? 

Mr. Maxwe.u. No, because we don’t have any excess. 

Mr. Parman. You never have / 

Mr. Maxwewu. Never have. 

Mr. Parman. The excess you would have you would deposit with 
other banks, your correspondent banks ? 

Mr. Maxwett. That is right. 

Mr. Parman. And you get benefits in the way of intangibles ? 

Mr. Maxwe u. Yes. 

The Cuamman. Your time is up. 

Mr. Hiestanp. I think Mr. Maxwell is to be complimented on his 
statement, and especially on his attitude toward small business in- 
dividuals, and building them up. I have no questions, but I felt that 
should be in the record. 

Mr. Maxwewt. Thank you. 

The CHarrMan. Mr. Bass. 

Mr. Bass. No questions. 

The CuatrMan. We have another witness here. 

Mr. Muurer. May I continue with the witness ? 

The Cuarrman. We have Mr. Barnes here. I hope we can get 
through with this witness, and let Mr. Barnes on. 

Mr. Muurer. Mr. Chairman, I think there are some members who 
have some further questions of Mr. Maxwell. I have. Can we sit 
this afternoon ? 

The Cuatrman. The House is in session this afternoon. 

Mr. Parman. Will there be a general debate ? 

The Cuarrman. I don’t know. 

You may proceed, Mr. Multer. 

Mr. Muvrer. Mr. Maxwell, is Maine a dry State or do you permit 
the sale of liquor in Maine? 

Mr. Maxwe.u. I believe liquor is sold by State stores. 

Mr. Murer. They are not privately owned ? 

Mr. Maxwew. No. 

Mr. Murer. I will not ask you the question I intended to ask— 
whether or not any of your commercial banks make loans to package 
stores that sell liquor. If they are owned by the State, there would be 
no borrowing for that purpose ? 


Mr. Maxwetu. No. 
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Mr. Mctrer. When was your bank established / 

Mr. MaxweE.u. 1856. 

Mr. Murer. How much money did it borrow from R. F. C.4 

Mr. Maxwe.u. None. 

Mr. Murer. You are to be congratulated. You are one of the few 
banks in the country that didn’t. What about the other banks 
throughout the country that did borrow from R. F. C., without which 
borrowing they would have been compelled to remain closed? Do 
you think there is anything wrong about setting up a Government 
facility to make loans to those banks. 

Mr. Maxwetu. Of course, a national disaster calls for rather drastic 
procedures. 

Mr. Muurer. You are giving me the reason why we did set it up, 
but I want to know if there was anything wrong in setting at up. 

Mr. Maxwe tt. [have no particular viewsonit. Iwasa young man 
at that time. 

Mr. Muuter. Is it not a fact that if the Government had not come 
to the aid of the country with tremendous lending of taxpayers’ money 
to the banks, most. of the banks would never have reope ned ? 

Mr. Maxwe.v. Well, I don’t know that I would go quite that far. 

Mr. Mourer. Would half of them have to stay closed ¢ 

Mr. Maxwet. I don’t think I would go that far. 

Mr. Mutter. How many of the banks in the State of Maine bor 
rowed from RFC? 

Mr. Maxwe tu. That, sir, I can’t tell you. I just don’t know. 

Mr. Motrer. As a matter of fact, the main backlog of security of 
FDIC is the right to call on the United States Treasury for up to 
$3 billion in the event there was a run on the banks; isn’t that so? 

Mr. Maxwetu. I think most of our Maine banks are members of 
the Federal Deposit Insurance Corporation. 

Mr. Moturer. And it has a right by statute to borrow from the 
United States Treasury $3 billion for bolstering the banks of the 
country; isn’t that so? 

Mr. Maxwe tu. Yes. 

Mr. Motrter. Is there anything wrong with that principle? 

Mr. Maxwe.v. Well, of course, this is a development that arose 
from a nationalemergency. The guarantee of bank— 

Mr. Mourer. The principle was written into the law so if an emer- 
gency occurs again we will be in a position to meet it. 

Mr. Maxwe tw. Yes; I think that is right. 

Mr. Mutter. Do you approve of that principle / 

Mr. Maxwe tu. Yes; I approve of that principle. 

Mr. Motrer. The banks that are members of the Federal Reserve 
System have a right to borrow from the Federal Reserve Banks, have 
they not? 

Mr. Maxwetu. Yes; borrow and discount—rediscount. 

Mr. Mou ter. Is there anything wrong with that principle? 

Mr. Maxwe tw. Is there anything wrong with that principle? No. 

Mr. Motrer. Now, you referred to the fact that loans have increased 
by two and one-third times since 1946. 

During that same time the gross national product has also increased 
two and one-third times, has it not ? 

Mr. Maxwet. Yes; I would say so. 
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Mr. Murer. What does it cost your bank to close a loan 4 

Mr. Maxwe t. I can’t tell you exactly, but I know it isn’t $800 or 
$700. 

Mr. Murer. Don’t you know the $784 you made reference to was 
the cost arrived at by the American Bankers Association by taking 
the entire cost of operating the Small Business Administration and 
dividing it by the amount of loans? 

Mr. Maxwett. No; I don’t think so. 

Mr. Murer. Do you know your figures do not agree with the figures 
submitted to us by the General Accounting Office and the Small Busi- 
ness Administration ? 

Mr. Maxweui. Well, I am looking now at the seventh semiannual 
report of Small Business Administration, whe ‘re it gives its adminis- 
trative expenses on page 132 as $2,617,805.32. There is a footnote 
here that says: 

Covers only the regular lending operations of the Small Business Admin- 
istration 
regular lending operations and excludes the net cost for 1957 for 
other programs provided for and excluded $250,000, the net adminis- 
trative cost for the first half of 1957 in connection with the liquida 
tion of REC loans. 

Those expenses are just for the regular business lending program. 

Mr. Muurer. Before we leave the regular lending program, you 
know, do you not, for every person who comes in and files and ap pli- 
cation, there are probably 20) people who come in and make inquiries 
and are directed to other lending facilities, private lending facilities, 
banks, and discount companies ? 

Mr. Maxweui. That is something [ don’t know anything about. 

Mr. Murer. | think before you try to tell us something about the 
cost. of operating the agency, you ought to find out what they are 
doing. 

Mr. Maxweui. I interpret this report as the cost of the business 
lending program, divided by the busine ‘ss loan applications, and you 
take 2,617,000 and divide it by 3.337 loan applications and I come out 
with $784. 

Mr. Muurer. That is the very complaint I am directing against 
the way you give us the statistics. If you look at page 429 of the 
hearings conducted by Subcommittee No. 2 on this very subject we 
are considering here, you will find for each business loan the cost 
of processing is $365 and the cost of closing is $267. 

Mr. Maxwe.t. We had a survey in our bank not too long ago on 
how much it cost to put an inst: allment loan for 12 months on our 
books. We came up with a figure of $7.50. 

Mr. Mutrer. Doing what? 

Mr. Maxwenn. Putting an installment loan on our books. 

Mr. Murrer. How much would it cost you in legal fees to close 
1 $10,000 loan ? 

Mr. Maxwetu. In closing a $10,000 loan ? 

Mr. Muurer. Yes. 

Mr. Maxweur. Legal fees / 

Mr. Murer. Yes. 

Mr. Maxwe tt. It would not cost us very much. 

Mr. Mutter. How much? 
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Mr. Maxwe tu. I would not think it would cost $50. 

Mr. Mutter. You think that the banks in New York City could 
close a loan for $50? 

Mr. Maxwe ct. I am a country banker. I am a country banker. 
We don’t have a staff of expert lawyers to pry. 

Mr. Mu trer. Well, how many business firms did you say there 
are in the country that are small business? 

Mr. Maxwett. Around four million. 

Mr. Mutter. Four million ? 

Mr. Maxwet. Yes. 

Mr. Muurer. How many are in small towns like yours? 

Mr. Maxwe .. I think a good many of them are. 

Mr. Mutrer. You can’t compare the cost of operating your bank 
and closing a loan for a small-business concern *n your town with what 
it would cost in any of the big cities in the country. It would be 
higher in all of those cities, wouldn’t it? 

Mr. Maxwexu. I don’t know anything about those big city 
operations. 

Mr. Mutter. You come here pretending to represent bankers all 
over the country ? 

Mr. Maxwew. That is right. 

Mr. Motrer. I venture my own personal opinion, if you are going 
to come here representing all of the banks in the country, you ought 
to know what is going on in banks all over the country. 

Mr. Maxwetu. The only answer I can give is that 65 percent of all 
of these member banks of ours have deposits of less than $5 million. 
And 80 percent of them have deposits of less than $10 million. 

I represent the small banker. I may represent the American 
Bankers Association at this particular hearing, but the American 
Bankers Association is made up very, very largely of small institu- 
tions and 80 percent of them have less than $10 million in deposits. 
And 80 percent of them having less than $10 million of deposits just 
about control the American Bankers Association. 

It is not the big boys that control the American Bankers Associa- 
tion. I can assure you of that, because they have got too many of 
those little fellows. We can out vote them any day in the week. 

Mr. Mouurer. How often do you do so? 

Mr. Maxwetw. Very frequently. 

Mr. Murer. That does not jibe with my recollection of the testi- 
mony given the Congress on m: ee occasions. 

Mr. Parman. Would you yield for one question ? 

I ask the witness to name one time where there was a conflict of 
interest between the big banks and the little banks that the American 
Bankers Association ever took the side of the little banks. 

Mr. Maxwetu. They always take the side of the little banks. 

Mr. Parman. Name one time. 

Mr. Maxwetu. They always do. 

Mr. Patman. When there was a conflict of interest. 

Mr. Motter. Can you name one, sir? 

Mr. Mumma. If you remember the situation, you name one time. 

Mr. Patman. Nobody can. 

Mr. Mutter. Are you also a member of the Independent Bankers 
Association ¢ 
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Mr. Maxwe .. No. 

Mr. Moutrer. Are the big banks members of the Independent 
Bankers Association ¢ 

Mr. Maxwe tu. I don’t know. 

Mr. Mutrer. You have a very wide knowledge of what is going on 
in banking associations throughout the country. I think you are 
making an excellent. witness for the American Bankers Association, 
who represent the banks throughout the country, and I quote the word 
“excellent.” 

The Cuarrman. Mrs. Griffiths. 

Mrs. Grirrirns. If installment loans cost you $7.50 to prt them 
on the books, may I ask what rate of interest you charge ou a $300 
installment loan ¢ 

Mr. Maxwe.i. We charge 6 percent. 

Mrs. Grirvirus. What does that figure out on the last installment of 
$25 ¢ 

Mr. Maxwe.. I can’t figure that out. I don’t do the operating. 

Mrs. Grirrirus. Does it go up to about 100 percent ? 

Mr. Maxwe.tL. No. The reason we figure that out, we took the case 
of a fellow who wanted to borrow $100 for 12 months, and we were 
charging him $5, mind you, for the hundred dollars. 

Mrs. Grirrirus. For the whole hundred ? 

Mr. Maxwet.. For the year. And we figured out just what it cost 
us to put that on the books and we came up with a figure of $7.50, and 
we raaew we were losing money on it, so we raised it to $6 and I guess 
we are still losing a dollar and a half on the situation. But we did 
not want to crowd them out on us so we just raised the price from $5 
to S6. 

Mr. Mcuurer. What is the rate of interest you generally charge on 
small-business loans ¢ 

Mr. Maxwe wu. Five percent. 

Mr. Murer. What is the prevailing rate of interest on loans in 
your Federal Reserve district ? 

Mr. Maxwewu. They vary. They vary. 

Mr. Murer. Do you know what they are in other Federal Reserve 
districts in the country ¢ 

Mr. Maxwe tu. No. 

Mr. Mcurer. Now, vou referred in your main statement to the total 
amount of loans outstanding and you referred to it as business loans of 
Federal Reserve members, and you arrive at a total of $31.6 billion. 

That includes all loans to big business, as well as to small business; 
does it not? 

Mr. Maxweti. No; I don’t understand, sir. That is small business. 

Mr. Murer. That is small business you are referring to. 

Mr. Maxwewi. That is small business. 

Mr. Mcurer. I am referring to the fourth paragraph on page 2. 
That is small-business loans of the banks, Federal Reserve member 
banks, is $31.6 billion. You don’t mean that; do you? 

Mr. Maxwewwu. Let me see. 

Mr. Muurer. The paragraph begins: “According to a survey of busi- 
ness loans.” 

Mr. Maxwett. That is right. 

Mr. Mutrer. That is all business loans? 


Mr. Maxwewy. That is right. 
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Mr. Mutrer. It includes business loans of all kinds, that were made 
to big corporations—it includes every dollar of borrowing of every 
big corporation in the country from the Federal Reserve banks, doesn’t 
it? 

Mr. Maxwe uy. That includes the loans that member banks made. 

Mr. Mouurer. This does include every dollar of borrowing from 
banks in the country which are members of the Federal Reserve 
System. 

Mr. Maxwe tu. These figures were taken from the April 1956 issue 
of the Federal Reserve Bulletin. 

Mr. Mutrer. What do you mean by term loans—vou have used that 
expression at the top of page 3 

Mr. Maxweti. No longer than | year. 

Mr. Mcurer. What is the longest length of time your bank has made 
aterm loan for’ 

Mr. Maxwewtui. We have made a term loan for as high as 10 vears 

Mr. Meurer. I think that is all, Mr. Chairman. Thank you. 

Mr. Parman. Mr. Chairman, when you alternate, I would like to 
ask some questions of the witness. 

The CHatrMan. Weare alternating now. 

Mr. Parman. How much did you say deposits were in your bank / 

Mr. Maxwetu. Total assets, $814 million. 

Mr. Parman. Your deposits are ~how much ? 

Mr. Maxweu. Well, let us put it this way Capit: al surplus and un- 
divided profits figures around $700,000, in Nona figures. 

Mr. Parman. Do you look at the Small Business Administration as 
a sort of socialistic deal ? 

I am asking this seriously. You know, his statements were indica 
tive of the fact he looked on it as something 

Mr. Mumma. Half of your questions he answered before you came in. 

Mr. Parman. Well, do you consider it kind of unorthodox or not in 
accordance with the private enterprise system / 

Mr. Maxwett. Let’s say I think it is unnecessary. 

Mr. Parman. Unnecessary ? 

Mr. Maxwetn. Yes. 

Mr. Parman. But you do not obje ct to it because of the money being 
spent to help the sm: all concerns 

Mr. Maxweui. We like small concerns. Everybody loves small 
business. 

Mr. Parman. When you make a commitment—I know you are bound 
to love small business, but you don’t seem to want to have anything to 
do with the agency that is to help small business. I guess that is due 
to the fact Small Business Administration has not been around. But 
when you make a commitment, do you charge for that commitment ? 
Say you are committed to make a loan of a certain amount at a certain 
time. 

Mr. Maxwetu. The bank I work for ? 

Mr. Parman. Yes. 

Mr. Maxwe wt. No. 

Mr. Parman. Is it customary to make a commitment charge in some 
of the big banks? 

Mr. MAxweELu. Yes. 

Mr. Parman. What is that charge? 
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Mr. Maxwew. It depends on the circumstances. A half of one 
percent, sometimes a quarter. 

Mr. Parman. A small amount ‘ 

Mr. Maxwe.. Yes. 

Mr. Parman. Mr. Multer asked you about the FDIC. Do you be- 
long to that? 

Mr. Maxwe... Yes. 

Mr. Parman. And you think that is set up according to the private 
enterprise system way. The capital stock of FDIC is paid for now, 
but out of all the deposits that the FDIC guarantees, there is only 
$1.75 available to pay every hundred dollars. You understand that, 
don’t you! 

Mr. Maxweui. Yes. I still say that FDIC rolls out on emer- 
gency. 

Mr. Parman. But right now they are guaranteeing your deposits? 

Mr. Maxwett. Yes. 

Mr. Parman. When they only have $1.75 in every hundred dollars 
to guarantee those deposits, somebody takes care of those differences 
between $1.75 and the $100 they need in an emergency. 

Mr. Mumma. They would do it. 

Mr. Parman. Certainly they would do it. As Mr. Multer points 
out, it is $3 billion, instead of $5 billion, that is committed by the 
United States Government through law, and the FDIC at any time 

can go to the Treasury and pull out $3 billion if necessary. That is 
a permanent commitment and that does not cost FDIC either. So the 
Government is doing a lot for FDIC. 

Mr. Mumma. Mr. Patman, do not the member banks pay some- 
thing for that service / 

Mr. Parman. They pay a small fee. 

Mr. Mumma. The Government is not giving them everything. 

Mr. Parman. Not everything, no. But at the same time the fee 
is so small and the Congress has been very liberal in permitting the 
amount to be remitted until there is only $1.75 to back a guarantee of 
$100 of FDIC. That statement I make, and if anybody can contra- 
dict it, I will yield to them, but I know they can’t. 

Mr. Murer. Will you yield ¢ 

Mr. Parman. Yes. 

Mr. Murer. The premium the banks are paying for the insurance 
by FDIC has nothing to do with the borrowing. 

Mr. Parman. On the Federal Reserve System—you understand, I 
have a lot of friends among bankers, small bankers and big bankers. 
I don’t impugn their motives. I do not question them at all. They 
ure good patriotic people. They serve our country well both in time 
of war and time of peace, but I don’t agree with you that the small 
bankers run the American Bankers Association. I am not criticizing 
them because they don’t do it. 

The CHarrman. | do not think this is pertinent. 

Mr. Parman. He is their representative here in opposition to Sinall 
Business Administration, and I think it is well for us to go into that. 

I want to show this is nothing unusual for the Government to do- 
while the Government is helping the small banks and big banks, help- 
ing them all, through FDIC, permitting their deposits | to be guaran- 
teed 100 cents on the dollar, because when the banks only put up what 
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is equal to 1.75 cents on the dollar, the Government is doing a lot for the 
banks. 

In addition to that, they have a $3 billion commitment, which is all 
right. But I am just showing the banks are in no position to be ecriti- 
cizing Small Business Administration or any other agency for help- 
ing another group. That isthe point I am getting to. 

Furthermore, on the Federal Reserve System, you do not pay for 
clearing your checks through the Federal Reserve System. 

Mr. M AXWELL. Brother, we keep ple nty of reserves on de posit with 
the Federal Reserve and get no interest. 

Mr. Parman. Do you think that reserve you put up with the Fed- 
eral Reserve System is used for any purpose ? 

Mr. Maxwe tt. Yes, certainly. 

Mr. Patman. What is it used for. 

Mr. Maxwe.u. Why, it provides an elastic currency. 

Mr. Patrman. I know, but the Federal Reserve cannot use that 
money. 

Mr. Maxweti. The Federal Reserve can buy United States Govern 
ment bonds with it. 

Mr. Parman. Do you believe that / 

Mr. Maxwe.. Certainly. 

Mr. Parman. Does the American Bankers Association believe that ? 

Mr. Maxwetu. Yes. 

Mr. Parman. Thatisa fallacy. Itis not true. Iam surprised that 
a representative of the American Bankers Association would be here 
and say that the reserves of the member banks are used to buy United 
States Government bonds. Why—that is shocking to me. 

Mr. Mumma. What is shocking? 

Mr. Patrman. It is not true atall. That would be using reserves for 
two purposes. You can’t do that. You can’t make reserves serve 
double duty. 

Mr. Maxweu. They have to deposit their assets in something. 

Mr. Parman. The Federal Reserve is only taking the money and 
keeping it for you what you would ordinarily have to keep in your 
own vault. Therefore, you do not get any pay for that and the Fed 
eral Reserve can’t use it. It is just there because it is not in your 
vault. 

The Cuarrman. Mr. Patman, I can’t see how that is relevant to this 
hearing. 

Mr. Patman. I have not finished. It is relevant for this reason 

The Cuarrman. We cannot take the position that we are in opposi 
tion to the FDIC. 

Mr. Parman. I have finished that. I am now on the Federal Re 
serve. 

The Cuarrman. Well, proceed. 

Mr. Parman. Here we are with a witness of the great American 


Bankers Association, appearing before our committee, a president of 


the great American Bankers Association, saying something that is 
fundamentally—he does not mean it to be untrue, but it is untrue. 
It isa fallacy. It is not the truth at all. It is far from our banking 
system. Itisso far from it that I am shocked. 

But the point is, your reserves aggregate about 18 or 19 billion 
dollars of all banks in the Federal Reserve System. They cannot use 
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those reserves for anything at all. You got your stock when in the 
Federal Reserve? Before 1942? 

Mr. Maxwetu. Yes. 

Mr. Parman. That stock is tax-exempt? 

Mr. Maxwe tu. Part of it. 

Mr. Parman. The banks are complaining about this tax-exempt 
feature but you have tax-exempt stock from the Federal Reserve. 
The service of the Federal Reserve renders to you costs the Govern- 
ment much more than the Government is rendering Small Business 
Administration, to clear checks in the banks, which is sare a 
banking duty. It costs the Government over $100 million a year, did 
you know that—to clear your checks and the checks of all the ciker 
banks in the country, over $100 million a year. 

And in addition to that, in tomorrow’s editions of the New York 
Times and Herald Tribune you will see deposits in the clearinghouse 
banks in New York City. They usually run 7 or 8 hundred million 
dollars. They keep that much money in there all the time. How 
much do they keep in your bank, normally ? 

Mr. Maxwe tu. Very little. They might have an average of $100,- 
O00. 

Mr. Parman. $100,000. That is pretty good since you have just 
got a capital of— 

Mr. Maxwe tt. It doesn’t stay there very long. 

Mr. Parman. Sometimes it stays there all the year? 

Mr. Maxwenu. Sometimes but we can’t invest much of it. 

Mr. Parman. Anyway, it runs from 8 to 6 billion dollars all the 
time in banks. Some of the banks actually use that money to buy 
Government bonds. 

Mr. Maxwe.u. The Treasury does not leave it with us long enough 
to invest it for any great period of time. Just as soon as we invest 
it, it seems you fellows down in W ashington want it back. 

Mr. Parman. Take the New York Times and Herald Tribune every 
Friday morning and you will find what the clearinghouse banks had 
the day before, and you will find every day of this year all of the banks 
have from 3 to 6 billion dollars. That is quite a bit of money. That 
means from 180 to 190 million dollars a year that the people are out 
because they have to borrow the money at 3 percent. 

The Cuarrman. Mr. Patman, there are others here. 

Mr. Parman. I will always yield to my chairman. I think Mr. 
Maxwell is clearly wrong about it, because it is important to show the 
witness is not consistent to condemn the Small Business Administra- 
tion, overlooking things that are more valuable that his own associa- 
tion receives, that are comparable—I think it is important to point 
that out. But if the chairman doesn’t want me to do it, I will not 
do it. 

The Cuairman. If we continue this interrogation, we will be just 
where we were when we started. 

We would like to hear Mr. Barnes. 

Mr. Parman. I will continue on just this one point and I will close. 

The Cuarrman. All right. 

Mr. Parman. I interrogated another banker about this, and he 
made the same fallacious argument that you made, that the Govern- 
ment uses the reserves in the Federal Reserve to buy Government 
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bonds. For 3 years I interrogated the bankers association repre- 
sentatives about that and they reiterated that, and finally I wrote a 
letter to the president of the American Bankers Association and 
insisted that it was wrong and he ought to apologize for it, and I have 
in my possession a letter from the president of the American Bankers 
Association saying that is not correct, and that I am correct about it. 

I would like to insert in the record, Mr. Chairman, two excerpts 
from committee hearings which are very convincing on this point. 

The Cuarrman. That will be put in the record. 

(The data above referred to is as follows:) 

Marriner S. Eecles was Chairman of the Board of Governors longer than 
any other person. Mr. Eccles often stated that the Reserve System did not use 
reserves deposited with it by member banks to buy Government securities. 

In a speech Mr. Eccles made November 28, 1940, contained in the Federal 
Reserve Bulletin, January 1941, page 15, Mr. Eccles is reported to have said 
in this speech: 

“IT want to say in passing that, contrary to a persistent popular fallacy, the 
Reserve System does not use reserves deposited with it by member banks to 
buy Government securities. As a matter of fact the System creates the funds 
used in open market operations. These funds are in no way dependent upon 
such reserves as member banks carry with the Reserve Banks.” 

In a hearing on monetary policy before the Joint Economic Committee, De 
cember 10 and 11, 1956, Mr. William McC. Martin, Jr., Chairman of the Board of 
Governors of the Federal Reserve System, testified (page 118 of the hearings, 
printed in 1957). The following colloquy took place between me and Mr. Martin. 

“Chairman ParTMaNn. The point I am trying to make, Mr. Martin, is, I am try 
ing to answer a fallacious argument that is going over the country: No. 1, that 
these reserves that the member banks have in their Federal Reserve Banks are 
used to buy these bonds. That is a fallacy, is it not? 

“Mr. Martin. That is a fallacy.” 

The CHarrman. Mr. Maxwell, you may stand aside. I will call 
Mr. Barnes. 

Mr. Mumma. Mr. Maxwell, you have been a very interesting wit- 
ness, ; 


FURTHER STATEMENT OF HON. WENDELL B. BARNES, ADMINIS- 
TRATOR, SMALL BUSINESS ADMINISTRATION 


Mr. Barnes. Mr. Chairman, and gentlemen of the committee 

The Cuatmroan. Mrs. Griffiths has asked for recognition to ask a 
question of Mr. Barnes. 

Mrs. Grirrirus. Mr. Barnes, do you participate in that part of the 
defense program which determines that which will be set aside for 
small business / 

Mr. Barnes. Yes, we do. 

Mrs. Grirrirus. What is your function ¢ 

Mr. Barnes. The authority under which any procurement can be 
set aside is contained in the Small Business Act, and one of our rep- 
resentatives has to agree with the procurement agency that this is a 
type of procurement which may be let for competitive award only to 
small business concerns, so we have men who are stationed in the 
various procurement offices w hich review contracts that are coming up 
in the future and set them aside, under that joint procedure. 

Mrs. Grirrirus. Once an award has been made, if any part of it Is 
subcontracted, do you have to approve of the subcontract, or the sub 
contractor ¢ 

Mo. BARNES. No: we do not. 
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Mrs. GrirFirius. You don't? 

Mr. Barnes. We do not. The prime contract is between the pro- 
curing agency and the prime contractor and from that stage on, our 
only activity is persuasive, and voluntary. 

There is a subcontracting program in the Defense Department to 
which about three or four hundred of the largest prime contractors 
have agreed, in which they voluntarily have agreed to set up a sub- 
contracting program. 

In many parts of the country, our representatives call on those prime 
contractors and work with them and furnish the names of suppliers, 
but we do not have any authority. 

Mrs. Grurrirus. Mr. Barnes, if the Government has a prime con- 
tract with a small business, do you not have any authority to determine 
where that prime contractor will place subcontracts ¢ 

Mr. Barnes. No. 

Mrs. Grirrirus. There did appear before another committee of 
which [ am a member, a small-business man, who had a prime con- 
tract from the Government, and we found out that he subcontracted 
80 percent of it back to big business, but we were told that you ap- 
proved of it—that they had to have your approval before they could 
doit. Is that no right? 

Mr. Barnes. That is not right. 1 think I know the case to which 
you refer, and we objected very strenuously to the amount that had 
been subcontracted, because the prime contractor in the first instance, 
obtained his contract through a certificate of competency, and we had 
indications and assurances that a substantial portion of the work, cer- 
tainly a great majority of it, would be done in his own shop, his own 
plant. 

Mrs. Grirrirns. But you said it was small business or 

Mr. Barnes. That ts right, or he would not have obtained the 
contract. 

Mrs. Grirrirus. Well, Mr. Barnes, I think you need some kind of 
authority over the subcontractor, because if you don’t have it, actually 
set-aside amounts to a fraud. Any time they can subcontract 
back to a big business concern anything approaching 80 percent of 
the business, i t has certainly ¢ gone way outside the act for the Small 
Business Addiinieteatlion. 

Mr. Barnes. Well, I would agree with you, except this is a very 
rare case, in the thousands of set-asides that we know of. 

Mrs. Grirriris. Well, you might not know of them. 

Mr. Barnes. This is the only case we have heard of, and there were 
some extenuating circumstances in that case. 

In an ordinary contract, some of the supplies will be obtained from 
large companies, by the prime contractor, because it is standard items 
and various things of that nature, and to effectively police each con- 
tract would be a terrific job, and most small firms are so anxious to 


get the business, that there is no problem, and in this particular case, 


there was a problem only by reason of the way the contract was 
divided. 

Mrs. Grirritus. Now I would like to ask you another question. 

Mr. Barnes. Yes. 

Mrs. Grirrirns. The Wynn Enterprises appeared before the com- 
mittee of which I am a member. 
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Mr. Barnes. Yes. 

Mrs. Grirrirus. I don’t know whether you know about them or not, 
but it seems one individual owns five small concerns. I believe one 
or more of those concerns was listed as small business. Actually, if 
all five of the concerns had been properly listed under their proper 
owner, it would have amounted to big business. 

Are you set up so you can pierce this corporate veil, or not? Could 
any company take advantage of you in that way? 

Mr. Barnes. We did in this particular case. It finally became 
necessary for them to apply for a certificate of competency, or a small 
business certificate, and we made a thorough audit and denied the 
certificate. 

Mrs. Grirrirus. When did you deny it? 

Mr. Barnes. It was in—well, last fall, either in September or Octo- 
ber. And we denied the certificate to W ynn Enterprises, and we have 
to go, of course, only on evidence that would be available in any court 
orany placeelse. But in this particular case, although there had been 
a transfer of officers and a stock exchange and so forth, we just said 
we didn’t believe there was no affiliation, and we denied the applica- 
tion. 

So I think, generally speaking, we do have enough authority, except 
if people do not file a true and accurate statement. 

If they do not, they subject themselves to criminal penalties. 

Mrs. Grirrirus. Of course, Wynn would not subject himself to a 
criminal penalty, because he had set up five organizations. 

Mr. Barnes. Yes. 

Mrs. Grirrirus. And I assume it would be a little difficult for you to 
determine that actually it was one concern. 

Mr. Barnes. In that particular case we made all the officers of the 
company, or several officers of the company, file affidavits as to stock 
ownership and control and all the information about it. 

Mrs. Grirrirus. If this can be done successfully by one corpora- 
tion, it could be done successfully by a good many corporations? 

Mr. Barnes. Yes. 

Mrs. Grirrirns. I would like to ask you another question. Gen- 
eral Anderson appeared before our committee for the quartermaster 
corps and explained the quartermaster was going to start a new 
bailment procedure in purchases. Do you know anything about 
that? 

Mr. Barnes. Yes, I do. 

Mrs. Grirritus. Well, are you for it or against it? 

Mr. Barnes. Generally speaking, I am for it. The problem is 
that this is called a type of cut and sew contract, I believe, in which 
the Government furnishes the cloth but I think they have to buy 
a certain amount. 

Mrs. Grirrirus. Under the bailment procedure, as we understand 
it, the Government will sell the cloth to the contractor. 

Mr. Barnes. Yes. 

Well, the overall effect, as T see it, tends to have these contracts for 
uniforms and that sort of procurement go into the hands of business- 
men that have established places of business, have an investment, and 
have employees on the payroll—and withont it, under the old pro- 
cedure, it was possible for people to get a contract who were not 
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established, and had no place of business, and then merely sub- 
contract, or subsequently rent some sewing machines or things of 
that nature. 

So that insofar as business proposition, it is better for the Govern- 
ment to deal with people who have an established place of business, 
and a history or a record of agar on their contracts. 

Mrs. Grirrrrus. As a matter of fact, can you think of any reason 
why the taxpayers of this country, eine paid for the cloth once, 
should then seil it to a contractor to make up goods for their own 
Army, where they are going to pay again, because the net effect of 
it is that they are going to. pay him interest on the money that he 
has invested in cloth. 

Why don’t they just give it to him, and take it back out of the 
purchase price ? 

Mr. Barnes. Well, the only thing that I can see there is that it 
requires some working capit: al in the hands of the contractor. 

Now, they do not sell the entire volume of cloth at one time. They 
sell it in pieces, so it is not a hardship in most instances. 

Mrs. Grirrirus. Yes, Mr. Barnes, it is. 

I have already found out that some concerns which would have to 
buy as much as $120,000 worth of cloth to fill a contract could not 
borrow the money from their own banks, where they were doing 
business, and they were reputable business people. 

Mr. Barnes. All I can say—— 

Mrs. Grirrirus. I asked General Anderson if he was going to have 
the bid broken down so that it showed the interest charges on the 
money that they paid for the eloth. He said, “Oh, no, they were not 
going to do anything like that.’ 

Obviously they are not going to know at the end of a purchase time 
whether they are getting it cheaper through a bailment procedure than 
through any other method of purchase if they don’t do that. But I 
object strenuously to the fact the United States taxpayers are first 
paying for the ¢ loth and then furnishing it to somebody and paying 
interest charges for them to buy it and I think you should talk it over 
with your people. 

Mr. Barnes. We will look into it again, Mrs. Griffiths, but when I 
inquired, I was assured in the case where you mentioned, where there 
is $100,000 of cloth involved, that the contractor would be permitted to 
purchase this in smaller amounts, 15 or 20 thousand at a time. 

Mrs. Grrerirus. It does not make any difference in what quantity he 
buys it. There is no need to charge the taxpayers interest on the 
money, bec on they own the cloth to start with. 

Secondly, I understand under the freight charges it makes it pos- 
sible for a bidder close to Philadelphia to bid at a lower pr ice than 
someone farther away from Philadelphia, because they are going to 
have to pay for that cloth to be sent to them. Have you considered 
that? 

Mr. Barnes. Yes; that is true. It depends upon the point of ulti- 
mate delivery. 

Some of the same contracts are let for deliver v in California, and 
in Western States, and in those cases there is a freight differential 
there. 

That is a very difficult one to work out. 
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Mrs. Grirrirus. Yes. it is. But it is still operating badly against 


whole sections of the country. It would operate badly against them, 


would it not? 

Mr. Barnes. Yes. Unless the delivery points are spread around 
the country 

Mrs. Grirrirus. And that could easily be done, could it not? 

Mr. Barnes. I should think it could—to their depots. 

Mrs. Grirritis. Maybe you could make these suggestions to them. 

Mr. Barnes. All right. I will look into both of ‘those points, Mrs. 
Griffiths. 

Mr. Mumma. The point of origin may be set out, Mrs. Griffiths. 

Mrs. Grirrirus. That is what has just been suggested. That is not 
what they contemplated doing, however. 

The CHarrMan. Mr. Barnes, the Small Business Administration has 
been in existence about 3% years! 

Mr. Barnes. Yes, sir. 

The CuHatrman. What are your losses now? What losses have you 
written off so far? 

Mr. Barnes. I gave the exact figure in the record the other day. 
Just a minute. 

The CHAIRMAN. (¢ ‘ould you tell us what your losses have been and 
what your earnings have been during that time? 

Mr. Barnes. Our losses were $102,377. 

The CHarrMan. What have been your net earnings in that time? 

Mr. Barnes. Answering your first question, we have had losses on 
six loans and the total amount was under $102,377. 

The figures I am now going to read are the interest and particip: ation 
fee income in each of the fiscal years: 1954, $31,744; fiscal year 1955, 

$853,116; 1956, $2.449.887: and the first half of fiscal year 1957, 
$2,463,894. 

I do not have the total of that, but we can insert it in the record. 

(Nore.—The total interest and participation fee income received through 
Dec. 31, 1956, amounted to $5,798,641. ) 

The CHarrMaN. It is suggested there might be some other undis 
closed losses in your portfolio. Have you any reason to believe those 
losses will be any greater than those you have sustained, proportion 
ately? What has “been your experience ? 

Mr. Barnes. Our experience has been as the loans mature, there 
are increasing numbers that become delinquent. That is true. 

We have about 80 loans, as I recall. in liquidation. But in most 
instances those are covered by collateral. 

We have another, say 70 loans—the exact figures are set forth in 
the report of the Smail Business Committee—Subcommittee No. 2. 
We estimate that there will be losses from the loans that are in 
liquidation, or are delinquent—our total estimate for the present time 
is that there may be as much as a half a million dollars, my recol 
lection is, of losses. 

The CHatrmMan. Notwithstanding the fact that this is a rescue mis 
sion, you have made considerable money for the Government in its 
operation. 

Mr. Barnes. As I said the other day, this is the risky end of t 
lending business. In every instance, these people to whom we tr ave 
made a loan have applied for a loan to at least 1 private bank, and 
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in most instances 2. So that it should be expected that our loss ratio 
will be somewhat higher than could be expected in a private lending 
operation. 

We are different than a private bank in this sense, that as a Gov- 
ernment agency we must be ready at any time to talk with any bor- 
rower that comes in, and even if there has been a decline, we must 
be ready to talk to him again and again. 

This uses time and thus runs cost up, in considering a loan. Our 
earnings from interest, yes, exceed our losses by substantial amounts 
at the present time. 

They do not quite offset the expenses of operating the business lend- 
ing actlivties in the Small Business Administration, and my estimate 
is If our loan size remains the same and the volume of applications, and 
the number of loans approved remains about the same, that the cost 
and the earnings would be offset, when we have about $400 million 
out in business loans. 

You see, we pay 2% percent interest on all the funds loaned, so on 
all the disaster loans we have only one-eighth of 1 percent interest 
that can properly be considered earnings, and on the business loans 
our average interest received is between 5 and 6 percent, and on those 
loans that would mean we would have a potential income of only 214 
ae, roughtly, on the funds loaned. 

The CnarrmMan. What control have you over the interest chargeable 
by participating organizations? 

Mr. Barnes. At the present time we have a minimum of 5 percent, 
and if the participating organization, on a business loan, asks to set 
the rate at less than 5 percent, we refuse to do so, as a matter of policy. 

The statute sets a top limit of 6 percent. 

The Cramman. Does that 6 percent apply to the participating 
institution ? 

Mr. Barnes. Under the present law it does. Under the law which 
has been proposed, H. R. 6645, the interest would be fixed on the share 
of the Government in the loan, but the bank could fix its own rate. 

This is called a split-rate provision. We proposed it because in 
some sections of the country the banks are charging on their own loans 
in excess of 6 percent interest, and the split-rate procedure would limit 
the interest on the Government share of the loan to 6 percent or less. 

The CuarrMan. You have no control over the participating organi 
zation ¢ 

Mr. Barnes. No—except an overall control that, if we believe the 
rate is unres isonable, we can me rely refuse to pi urtic ips ite. 

The Cuarman. What do you think about having a control over 
the interest rate of the participating organization also? Do you think 
that is advisable? 

Mr. Barnes. I think it is stated properly in the law that is proposed, 
because if the rate is unreasonable, we can, in a tactful way, indicate 
that we will decline, if they insist on this rate, but would consider the 
loan at a different rate, and I think that is a better system than to put 
it in terminology of having control over it. 

We actually do have the control, because we refuse to take part in 
the loan. 

The Crarrman. Have you had any experience with the participat- 
ing lending institution, whose participation was necessary for the 
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making of the loan, to refuse because you made the interest rate too 
low ¢ 

Mr. Barnes. Well, I think that is reflected in the number of par- 
ticipations that are received from areas where the interest rate is 
higher than we can go. 

There are certain areas, in the northwest part of the country and in 
Puerto Rico and a few other places, where the number of participa- 
tions has been low, or has fallen off, and that I think is because of the 
banks who are able to earn more on their funds, from their loans to their 
own customers than they would in a participation loan with Small 
Business Administration. 

The Cuarrman. Are there any further questions ¢ 

Mr. Parman. Yes, Mr. Chairman. 

The Cuarrman. Mr. Patman. 

Mr. Parman. Youstate you consider your operation, Small Business 
Administration, a rescue operation. 

Mr. Barnes. No, sir. Not solely that. It has a certain element of 
that, though; yes, sir. 

Mr. Parman. You do not consider that small busmess will always 
be in this rut and have a permanent problem of small business not 
being able to get credit, do you, Mr. Barnes? Is it not your goal to 
see that eventually the banks and other financial institutions will be 
able to take over all the proper demands of small business, and a Gov- 
ernment agency be unnecessary / 

Mr. Barnes. Yes, sir. I think in times when credit is plentiful and 
the borrowing demands are low, there is likely to be much less requests 
for loans from Small Business Administration or from the Govern- 
ment. 

Mr. Patrman. Since it is not a chronic situation, or you do not con- 
sider it a chronic situation, how do you reconcile your statement with 
your advocacy of a permanent Small Business Administration 

Mr. Barnes. Of course, we do many other things besides make loans 
and I might say I don’t view the fact that Small Business Administra- 
tion was made a permanent agency as meaning that Congress would 
never again review our activities. 

I think that Congress will, each 2 years, review our activities, as 
they have in the past and, if there is a need, that will be shown. 

If there is not a need for lending activities, I feel sure that that 
would be reflected in the testimony that appeared before the congres- 
sional committees. 

Mr. Parman. I have your testimony of 1955. That is the last time 
the act was extended, I believe. 

Mr. Barnes. Yes, sir. 

Mr. Parman. You state the 2 years’ extension is desirable, since 
it will give the Congress an opportunity to review the work of the 
agency at regular intervals. Do you still believe it desirable that the 
Congress review the work of your agency, say, every 2 years, Mr. 
Barnes ¢ 

Mr. Barnes. Yes, sir. 

Mr. Parman. Therefore, you would not object to a continuance of 
your agency for, say, 2 or 3 years, rather than making it a permanent 
agency ¢ 

Mr. Barnes. No; I would not object. I set forth the reasons why 
a permanent agency would in my opinion strengthen the programs of 
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the Small Business Administration and before the House committee 
I testified as to legislation proposing to make it permanent, that the 
Administration would have no objection if this legislation was enacted. 

Mr. Parman. I want to ask you about the pooling arrangement. 
You told me yesterday, in conversation, that you had made two loans 
under that pooling arrangement. Under that arrangement any num- 
ber of businessmen can get together, whether they have an existing 
business or not. They want to apply for loans individually and put 
those loans together, and form a pool, and they can get any amount 
aggregating $250,000 each. 

Mr. Barnes. Yes. 

Mr. Parman. If they qualify, of course. 

Mr. Barnes. If they qualify. 

Mr. ParmMan. Suppose they wanted to put in a small steel mill, 
where they use scrap to make the steel, aati electricity, and it would 
cost 4 or 5 million dollars. If enough of them went in together 
to justify a $5 million loan, you could grant it under that provision ? 

Mr. Barnes. Yes, sir. 

Mr. Parman. You have not had any applications, but you would be 
glad to consider them / 

Mr. Barnes. Yes. 

Mr. Parman. Suppose there is going to be a great need for cement 
in the road-building program. Suppose, say, 40 people got together 
and wanted to get a loan of $250,000 each to build a cement mill 
where needed; you would be in a position to consider that type of 
application, too / 

Mr. Barnes. Under this section of the statute, ves, sir. 

Mr. Parman. Mr. Multer proposed that in his bill. Would that 
weaken that part of the statute or make it stronger / 

Mr. Barnes. Was the reference to equipment and inventories / 

Mr. Parman. Yes, sir, that ts it. 

Mr. Barnes. In my opinion, it would strengthen it. 

Mr. Parman. It would add inventories, and equipme ht purchased, 
and things like that. It would strengthen it. But I was ee 
sive in reading the language of Mr. Multer’s bill, that it would 1 
strict it to exclude organizing a concern and just apply to an existing 
concern. But I guess I am wrong about that. I hope I am. 

Mr. Barnes. We did not so interpret it. 

Mr. Parman. That is very interesting to me and it is the answer 
I wanted you to give, because that is the w ay Mr. Multer intended it, 
and I am sure he told me that, but at the same time I wanted to make 
sure that you, as an administrator, would not construe it another way. 

Mr. Murer. Would you yield / 

Mr. Parman. Yes. 

Mr. Murer. On that very subject, if you look at the language 
proposed as a change, it is in ‘subdivision (a) of section 106 on page 9 
of the mimeogr: aphed copy which shows the changes. 

Mr. Barnes. Yes, sir. 

Mr. Mcuvrer. To remove any doubt that it would broaden your 
authority in making pooling loans, instead of using that new language 
suppose we change it to read as follows: Pooling loans shall be made— 
for the purpose of obtaining for the use of such concerns raw materials, equip 
ment, inventories or supplies, or for establishing facilities to produce raw ma- 
terials, equipment, inventories or supplies. 
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Would that clarify it so that there would be no doubt you have the 
broader authority ? 

Mr. Barnes. I would prefer the language as it presently reads, 
because the change in language in my opinion, and I am giving it to 
you very quickly, would limit it only to situations where manufac- 
turers were involved, and it happens the two loans we have made were 
not quite so clearly manufacturers. 

Now, in this general area, I am somewhat in disagreement with 
the Department of Justice, since they are, of course, very anxious that 
there be no weakening in the antitrust laws of any kind. 

I also do not wish to open any loopholes in the antitrust laws. But 
I feel there are situations—two of them have already occurred—in 
which it is not absolutely clear you are building a cement pen or 
building a steel plant or gaining access to a raw material, but in 
which, nevertheless, it is possible to assist a number of concerns to 
compete more effectively. 

I do not think it is necessary to have an antitrust clearance tn this 
area. I mean if you organize a pool and they violate the antitrust 
laws, they should be brought back in line, but most of these people do 
not want to violate the antitrust laws. They merely want to compete. 

Mr. Murer. I am not getting into that sphere of the antitrust laws 
and I have in mind that you and the Department of Justice are going 
to be very careful not to do anything which would violate any laws. 

The intent of the language in H. R. 7474 will give you the authority 
so you can make a loan for the purpose of either produc ing or buying 
on the market the equipment, ora ntories, materials and supplies. 

Mr. Barnes. Yes. At least it is more flexible in the new language 
vou propose. 

Mr. Parman. It is wary refreshing and heartening to me that you 
assume that attitude, because that gives these small fellows an oppor 
tunity to pool their resources and go into lines of business that are 
now pretty well controlled. 

You take, for instance, the president of United States Steel an 
meunens the other day, in the next few years they will have to expand 
their facilities 8749 percent, all the steel facilities of the Nation, to 
i the demand. Who is going to get that expansion capital, and 
who will get the benefit of that expansion? Obviously, under existing 
practices, “only the existing steel companies will be allowed to do that, 
because there is no agency that can provide money in competition 
with them, unless your agency, in a very minor, small, insignificant 
way, can do it. Like we have talked about, it would be very small. 

So ne looks like they have a clear field, and it is pretty well controlled. 
[f someone wanted to get a substantial loan to go into the steel-making 
business, he could not get a loan, because the directors of these steel 
companies are on the board of directors of the big banks and steel 
companies, and just won't allow it to be done. The same thing oceurs 
in other big industries like cement. So unless there is some agency 
like your own that can help out people there is just no way for them to 
get in that business. 

Mr. Barnes. Mr. Patman, I want to be sure we are in agreement on 
this language, however, because we do not interpret that this language 
authorizes a group of individuals who are not in business of any kind to 
form a new company for the purpose ; that this must be done by busi- 
ness concerns that are presently in business. One or two of them can 
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be new. But they must form a pool which would be already in 
operation—— 

Mr. Parman. You have already destroyed it when you say “now in 
business.” I think that destroys the effectiveness of it. I think the 
Congress intended to include such people. We want to get new busi- 
ness. Say I want tostart.a new business. I want to make application 
for a loan, and I want. to pool it with my neighbors and we want to 
get enough to build a cement plant or something similar. Whether 
we are in business right now or not should not make any difference, 
the way I understand what Congress intended. 

Mr. Barnes. My understanding from the discussion 2 years ago was 
that if a group of concerns now presently in business wanted to gain 
access to the raw materials and supplies which they needed, they then 
could pool and form a new corporation, and build that primary plant 
to produce the raw materials. 

Mr. Patman. That would keep them out of the cement business, so 
you don’t know of anybody who could qualify on cement that way, do 
you, Mr. sarnes ¢ 

Mr. Barnes. Well, highway contractors could, yes, and the cement 
business is composed of a few basic cement producers, and a larger 
number of directors and ceinbtines and manufacturers of readymade 
concrete mix. If that group—— 

Mr. Parman. Could get together 

Mr. Barnes. Yes. 

Mr. Patman. But there would have to be an existing business. 
That would be the part that I think would be a deterrent. 

Mr. Barnes. We would not draw a strict line that every concern in 
the pool would have to be an existing business, but we would feel that 
certainly a great—that most of them should be. 

Mr. Parman. Well, I think that would be a great deterrent. I hope 
the committee will clarify that end of it. 

Mr. Mumma. Mr. Patman, will you yield ‘ 

Mr. Parman. Yes; I will yield. 

Mr. Mumma. Mr. Barnes, getting on that cement business, take 10 
fellows who would get together and want to borrow money to build a 
cement mill, would one of the principal factors in your determination 
be whether it is needed or not? In other words, let me add this fur- 
ther statement: In a State that now has 12 2 cement mills, and they use 
about 20 million barrels a year, and the 12 mills that are in production 

‘an make 27 million barrels, would you think there was- maybe that 
is an unfair question—but that is the situation. 

Mr. Barnes. All I can say on that is on each situation that has come 
up and been presented we have studied it very carefully and we have 
been convinced that both the economy and small business needed this 
additional source of supply. 

Mr. Mumma. Needed—that is the word. 

Mr. Barnes. Of course, it has the other elements of a loan. They 
must each guarantee a certain portion of the loan. 

Mr. Mumma. How—by actually putting up $250,000 of loan 
money ¢ 

Mr. Barnes. No, the new plant could be used as security. They 
would put up part of the capital and we would ask them to give a pro- 
portioned guaranty. This would mean in the event of loss the xy would 
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be bound for that share of the loss not covered by the sale of the plant. 
This is as to size. 

Mr. Mumma. There seems to be an opinion this is a closed corpora- 
tion on making and selling cement. But if there are 12 mills in an 
area that can produce 27 million barrels and the State only uses 12 
million, the new business is going to have plenty of hard luc k or tough 
going, because the minute he is out of his freight district he can’t sell. 
When he gets 100 miles away from his own mill and 10 miles from 
another, he is just out of luck. 

Mr. Parman. Will the gentleman yield for a suggestion ? 

Mr. Mumma. Yes. 

Mr. Parman. Are you overlooking the commodity rate? 

Mr. Mumma. What? 

Mr. Parman. The commodity rate. 

Mr. Mumma. They can’t overlook that Robinson-Patman bill. 

Mr. Parman. That they don’t have to worry about. That keeps 
them in line. 

Mr. Vanix. I would like to ask a question. 

The Cuarrman. Mr. Vanik. 

Mr. Vanik. What is the highest interest rate you know of that is 
being paid by small business loans outside of your organization by 
the conventional method ? 

Mr. Barnes. I am sure I would not know the highest rate, but I 
have heard of rates up to 18 percent on factoring loans where there 
is a purchase, or in effect an asignment of accounts receivable. The 
borrower, of course, takes a substantial risk in those cases and ad- 
vances money, and then does considerable bookkeeping type work. 
The factoring type work where a man sells his accounts receivable 
about as fast as he gets them bears the highest interest. 

Mr. Vanrx. What is the highest interest rate in which there is an 
arrangement with the Small Business Administration, in which there 
is a partial loan, conventional? What is the highest rate on a con- 
ventional loan that collaborates with your own loan, as a participat- 
ing loan ? 

Mr. Barnes. On the term loan type, most of them are around the 
6-percent rate. In some areas it is higher than this. 

Mr. VaAntK. Six percent including discount ? 

Mr. Barnes. In the loans I am talking about there is not an as- 
signment of accounts receivable. When that is present there is a 
higher rate even on the term loans, and it may be two loans. A bank 
may make two loans. 

Mr. Vanik. Where it is a conventional institution that is partici- 
pating, what is the highest rate you have gone along with ? 

Mr. Barnes. For the past 2 years we have been limited to 6 per- 
cent. Prior to that time, there was not a limit, and I think we had a 
few loans between 6 and 7 percent and I believe we had 1 loan in 
excess of 7 percent. 

Mr. Vanix. Just one final question: Looking at this small business 
problem as an overall problem, what would you estimate to be the cost 
to small business of a half percent rise in the interest rate 4 

Mr. Barnes. Well, it would be hard for me to make any kind of 
an accurate guess. Certainly there has been—I want to qualify my 
statement that the private banks of the country unquestionably loan 
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substantial amounts as to small busines, and they loan at varying 
rates. 

In some instances when they wish to get a borrower, and think 
he has excellent credit, they make him a better deal than another one, 
so when you ask me a question like this, I would be dealing with all 
the commercial loans in the country. 

[ do not know that I can give you accurate figures offhand, but 
there are some times as many as 25 to 27 billion made a month—my 
estimate is in that area—and while I don’t have any data on the term 
of those loans, I would say a substantial part of it went to small 
business—this is financing inventories for retailers and everything 
else. So you would just have to figure an estimate. Banks usually 
do not keep records depending on “whether the loan is to small or 
large business. ‘They are usually just small or large loans. So if you 
just made any assumption and applied your half percent to that, 
it would give you a figure. 

Mr. Vani. Could you later on provide that figure to the best of your 
ability from the accumulation of information you have established? 

Mr. Barnes. I would be glad to, but offhand I know there is no 
way we could make an accurate estimate how much of that loan figure 
would go to small business. The banks do not keep it that way. It 
does not go to the Federal Reserve and we do not have any data for 
making an estimate which would be reliable. 

Mr. Vanik. Here is a factor which has a tremendous impact on 
small business. I don’t know of another thing that has such an im- 
pact on small business or all business, and it seems to me if we are 
going to approach the small-business problem with any degree of 
certainty, we should know what kind of effect the raising of the 
interest rate by one-half of 1 percent would have on small business, 
so that Congress and the Federal Reserve would be guided. 

Mr. Barnes. I don’t want to seem callous and I am not callous about 
interest rates, but generally in this area of lending, businessmen are 
not so concerned over fractional percents of interest, as they are in the 
home-loan field or building finance field, where you have got a real 
long term. 

Most borrowers seeking a loan in which there is a certain part which 
is working capital, will figure out the interest rate during the term 
of the loan, and a half a percent is not prohibitive. 

They see, if they have expansion plans, such an opportunity to 
earn money on the money they have borrowed, that they would not 
go ahead with the deal unless they felt it very much to their advantage 
to do so. 

So that the interest rate is usually not as large a problem as the 
term of the loan. If you have to pay back a loan—if you can only 
get. credit over a year or 2-year basis, obviously your payments are 
going to be so high that it may not be possible for your business to 
support the loan, and thus many of them would rather have a term 
loan of 4 or 5 years, even at a higher interest rate, 1 mean a small 
fraction. 

We do not hear much discussion of interest rates or these small 
percentages from the borrowers that we deal with. People are more 
interested in the term. 
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Mr. Vanix. The reports I have heard is that the rising interest 
rate is driving them out of business. That is the common report I 
have been getting. I don’t know. 

Mr. Mutrer. | do not think the average businessman differentiates 
in his own mind between the interest rate and the discount rate. He 
looks upon the total cost to him. 

In the State of Washington on accounts receivable they are charg- 
ing 2 percent a month, 24 percent a year. When you try to finance 
the small merchant—— 

Mr. Mumma. Who takes the risk ¢ 

Mr. Muurer. I would say there is no risk, because it is on a com- 
pletely guaranteed basis. It is not sold without recourse. It is sold 
with recourse, with guaranties, and,in addities to that, the factor or 
discount company that is taking those accounts requires him to keep 
15 to 25 percent of his advances on deposit with them at all times. 
They may start out with a 10- or 15-percent deposit. In other words, 
they are going to advance him $10,000 against certain accounts. They 
don’t give him $10,000. In the beginning they may give him about 
85 percent and require him to have on deposit at all times with them 
15 percent of the total amount loaned by them. 

So at the end of the period, if he has had $8,500 made available to 
him, he will be paying them interest at 2 percent per month on the 
$10,000. He is paying 2 percent a month on $10,000 and has available 
for his use only $8,500. They have this guaranty, they have his wife’s 
guaranty, the children’ s guaranty, a mortgage on the business, and 
have the accounts, too. And in addition to that, they have mortgages 
or conditional sales agreements on the items the man is selling to 
his customer. 

Mr. Mumma. He must need the money very badly. 

Mr. Mutrer. The fact is he can’t get the money anywhere else. 

Mr. Mumma. In ordinary business, 2 percent a month would be 
cheap. Merchants give 2 percent discount for payment in 10 days. 

Mr. Mouurer. Would be cheap. 

Mr. Muma. Yes. 

Mr. Muurer. I would like to see the fellow that can operate a small 
business on that basis. 

Mr. Mumma. Nobody is going to take that type of deal unless they 
make plenty out of it. 

Mr. Muvrer. Take Sears, Roebuck or any of the large department 
stores. They are financing their own accounts. They don’t have to 
put up reserves of this kind. They go to the bank and borrow at 
4 or 5 percent, They will finance their accounts of their customers 
in that way. 

The little merchants—and this is particularly true in Seattle, 
Wash.—the little merchants along Main Street are going out of 
business because the only way they can stay in business is to borrow 
money from the factor and sooner or later they will go broke and 
the factor has all the money and the Siscanes 

Mr. Mumma. Is that where that fellow is working—that fellow you 
read about in the newspapers? Seattle / 

Mr. Murer. I don’t know what he had to do with it. 

Mr. Parman. This fellow would almost have to have something 
to do with narcotics to pay it. 
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Mr. Wipnaut. Mr. Vanik made a statement there was nothing 
that made a greater impact on business than a raise of one-half 
percent in the interest rate. 

Mr. Parman. He said interest rate, as I understood it. 

Mr. Wipnatui. An impact on business: Small business. I would 
like to heartily disagree because material costs and wage increases 
have a far more material effect than a half of 1 percent on interest 
rates, which is a temporary change and the others have a permanent 
effect. 

Mr. Parman. I thought he said interest rate. 

Mr. Mutrer. When you boost an interest rate from 414 to 5 percent, 
you have a tremendous percentage increase. 

Mr. Winatx. You are not talking of one- a percent per month. 

Mr. Muurer. No. Take the annual rate of 5 percent. You in- 
crease that annual rate of 514 percent. You have a tremendous 
increase in cost, percentagewise. 

Mr. Mumma. Of the item of interest cost. 

Mr. Muurer. Yes. 

The Cuatrman. It is 12:30 now. If there is any possibility of 
getting through with the witness in the next half hour, I would be glad 
to stay. 

Mr. Muurer. I would be glad to stay, but I can’t promise to get 
through in the half hour, because I would like to discuss with the wit- 
ness the various proposed changes in this bill and try to reconcile our 
differences. 

The CHatrman. We will adjourn to meet this afternoon at 2:30. I 
am hopeful the House will be adjourned at that time. 

(Whereupon, at 12: 30 p. m., the committee adjourned to reconvene 
at 2:30 p.m. of the same day.) 


AFTERNOON SESSION 


‘The committee met at 2:30 p. m., Hon. Paul Brown presiding. 

Present: Messrs. Brown, Multer, Talle, McDonough, Widnall, Betts, 
Mumma, McVey, Hiestand, and Bass. 

Mr. Brown (presiding). The committee will come to order. Come 
around, Mr. Barnes. 

I believe Mr. Multer had the witness. 

Mr. Muurer. Thank you, Mr. Chairman. 

Mr. Barnes, do you have in front of you the mimeographed copy of 
H. R.74742 Ithink it would be easier if we used that as we go through 
it rather than the printed bill because on that you will have the changes 
very clearly marked. 

Mr. Barnes. Yes, sir: I have it before me. 

Mr. Mutrer. On the first page, in section 101, there is a change by 
writing into the statute the words— 
including but not limited to contracts for maintenance, repair, and construction. 


There is no objection by the Administration to the inclusion of that 
language, is there? 

Mr. Barnes. We favor that, 

Mr. Muvrer. Good. 

In section 102, we get into the question of definition, and there is 
considerable difference of opinion between the Administration and the 
committee on that. 
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Mr. Barnes. Yes, sir. 
Mr. Mutter. I think during the course of your main statement you 

said that no statistics had been supplied to the Small Business Admin- 
istration on the basis of which you could make a definition, other than 
the one that is being used now for procurement. 

Who would have the duty of supplying those statistics ? 

Mr. Barnes. What I meant, I said that it was possib le for us to get 
from the Bureau of the Census statistics on numbers of employees, but 
if we went to other tests, and as we understood the requirement would 
be, under this language, that in addition to number of employees, there 
be some other type of test, such as gross vloume of business done per 
year, or gross assets, or some other criterion as to what would or would 
not make a company small ina particular industry, and I said that the 
Bureau of Census did not have information on those other types of 
criteria that might be used, so that it would require a study in each 
particular industry, and I felt that generally speaking the thing that 
it was important to get at was the value added by manufacturers 
this generally was the most accurate determination of size, and that 
the best indication of this, in the manufacturing business, was number 
of employees. 

I meant to indicate that in the wholesale and retail trucking and 
certain other fields, it is possible to use other tests, such as gross volume 
of business done per year, but I said that to make it a requirement that 
we have some other test in addition to number of eniployaes in each 
instance, which would, I think, prove to be a hardship, if it was made 
as a requirement. 

As we get more experience, I think that we can add in industries as 
we have a chance to study one industry after another, and some other 
criteria. For instance, in the petroleum industry, the volume of bar- 
rels that may be produced per year may be a good test and one that 
is more readily ascertainable. 

But this language would require us, in every instance, to have more 
than one test, and I believe it would be difficult for us to administer it. 

Mr. Mcutrer. The fact of the matter is that the statute has had the 
language in it, “that you may use these criteria among others,” and I 
quote, “number of employees, and dollar volume of business.” for 
many years; isn’t that so? 

Mr. Barnes. Yes, sir. 

Mr. Mutter. Yet consiste ntly so far as procurement is con iwerned, 
you have ignored the criterion, dollar volume of business, in arriving 
at your definition for procurement ‘ 

Mr. Barnes. That is right; yes, sir. 

Mr. Mctrer. It is also a fact, is it not, that in almost every re port 
dealing with procurement that has come from the House Select Com 
mittee on Small Business, going back even to before your agency was 
brought into being, every one of those re ports has found fault with 
the numerical definition used for procurement by the Defense Depart- 
ment, and other Government agencies, of 500 employees or less being 
small business; isn’t that a fact ? 

Mr. Barnes. Yes, sir: it has been criticized from time to time in 
the House. It has not been criticized in the Senate as much, and I 
have tried to, at the various hearings, bring out the problems that occu 
in connection with these definitions. 
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Mr. Muurer. After the last criticism from the House Select Com- 
mittee on Small Business you set up a conference between the various 
Government departments ¢ 

Mr. Barnes. Yes, sir. 

Mr. Murer. I think you referred to it as a task force of all Gov- 
ernment agencies dealing with procurement / 

Mr. Barnes. Yes, sir. 

Mr. Mourer. And as a result. of that, you again came forth with 
the proposed definition which did not change the numerical defini- 
tion of 500 employees ¢ 

Mr. Barnes. Well, we have felt that it did change it, and there has 
been a contention that it was not changed. 

In actual fact we have departed from the 500- employee rule, and 
have indicated a willingness to depart in whatever industry there 
should be a change. 

Mr. Muurer. In 1955 we wrote into the statute a provision which 
required the Small Business Administration to make a determination 
in a specific case, whether the complaint was that it was not small 
business or was small business, and Congress imposed the duty on 
the Small Business Administration to inquire into the facts of the 
specific case and issue a certificate accordingly. 

Mr. Barnes. Yes, sir. 

Mr. Murer. Except for writing that provision of the statute into 
the regulation for procurement, is there any other change from the 
500-employee rule in the new definition which you promulgated after 
the task force met? 

Mr. Barnes. Yes, sir. 

Mr. Mutter. What is the change ‘ 

Mr. Barnes. It is provided that we a exceed the 500-employee 
rule in any case upon the application of a company, and where we 
find that in that industry it would be appropriate to have a size 
standard in excess of the 500 rule. 

Mr. Murer. That is precisely what the statute said as a result of 
the amendment in 1955 ¢ 

Mr. Barnes. Yes, sir. 

Mr. Mutter. Now except for the change that was written into the 
statute in 1955, how did you change the 500-employee rule ? 

Mr. Barnes. Then the 500-employee rule may be decreased, as to 

any particular industry, if there are complaints received as to the size 
of any particular company that has certified themselves as small. 

Mr. Muurer. That is what the statute requires you to do. 

Mr. Barnes. Well, sir, from our point of view, then, you see, we 
contend that the 500-employee rule can be extended upward or low- 
ered, 

Mr. Mvtrer. That is what the statute requires you to do; isn’t that 
so? 

Mr. Barnes. Yes, sir. 

Mr. Meurer. Except for what the statute required you to do, how 
did you change the 500-employee rule? Isn’t it a fact that your regu- 
lation says in so many words that in the first instance, for procure- 
ment purposes, 500 or less employees is small business and over 500 
is big business? In’t that what it says now, except for the statutory 

requirement that you will make other determinations when other facts 
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are submitted to you in a particular industry or as to a particular 
concern ¢ 

Mr. Barnes. Yes, sir, but by this method, it is possible for us to 
extend from time to time, to particular industries, as requests are 
made, a variation in size, and that is what we have been doing. 

Mr. Mutter. You mean that is what you may do in the future if you 
want to issue a new regulation or modify the regulation. 

I want to know what, if anything, is changed in the regulation, 
from the old definition, as set up by the Defense Department, and 
which we specifically repealed in the statute. 

Mr. Barnes. I don’t know what I can say, except that the old 
definition merely was an inflexible rule that any concern having less 
than 500 employees was small. Now under the present proc edure, 
a concern may be found to be small if it is in excess of 500, or it may 
be found to be large if it is less than 500, depending on the conditions 
in that particular industry, and until there is complaint, the 500 rule 
is continued. 

Mr. Mouuter. But for your lending facility you have a different rule? 

Mr. Barnes. We have a different rule, yes, sir. 

Mr. Mutter. And many industries, if not most industries, you start 
with 250 employees ? 

Mr. Barnes. Yes, sir. 

Mr. Mutter. And ina few you start with a thousand employees? 

Mr. Barnes. Yes, sir. 

Mr. Mutter. And there, too, pursuant to the statute, if a set of 
circumstances shows that a company with 1,100 employees is small 
business, you can say that this company is small business ? 

Mr. Barnes. Yes, sir. 

Mr. Motter. And if it is 200 employees, and it is still big business, 
you have a right under the statute to say it is big business? 

Mr. Barnes. Yes, sir. 

Mr. Muurer. Why can’t you do the same thing and have the same 
flexibility and the same starting point in procurement ? 

Mr. Barnes. W ell, as I have said before, the principal reason is 
that procurement is not an activity that is completely within our 
agency ae within our control, as is the financial program. 

Under the financial program, if we determine a concern is small, or 
that a particular size standard applies, then our people are the only 
ones who would have to enforce it, and, therefore, it is easy to carry 
out. 

This procurement, there are 14 other Government agencies with 
many other employees, and it is difficult for them to handle a more 
complicated definition, in the first pl: ce. 

Secondly, as I pointed out the other day—and I have felt that this 
made it sufficiently complicated that if we adopted a de finition with a 
great variety of sizes by industries, it might complicate the procure- 
ment prob lem in an unusual way—due to the fact that when the 
agencies buy products, they do not specify that only companies from 
certain industries may bid. Any company may bid, and if you define 
industries by size, then this would mean that in a particular procure- 
ment you would have companies from several different industries 
bidding, which would be governed by different size standards, and 
you would have the improbable situation, sometimes, of having a com- 
pany ruled large that had 300 people employed, and thus not the 
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winning bidder, whereas annother company, from another industry, 
with 700 employees, would be ruled as small and would be awarded 
the contract. 

This, I have thought, would create such an illogical situation that 
it would be impossible almost to administer. 

Now we are working on this general problem. Since we have 
adopted the regulation last January, we have dealt with a number of 
industries and there are applications before us all the time, and I 
feel that we will be able eventually to come up with an improved defini- 
tion under the present law. 

The main problem, however, is that if the language is left as it is set 
forth at the bottom of page 1 of H. R. 7474, I think it will be very 

difficult to develop any kind of new definition that can be applied. 

Mr. Meurer. I think what you really mean, Mr. Barnes, is that we 
will require you immediately to develop a new definition, if you are 
bound by law to follow your financial-assistance definition until you 
make a change. Isn’t that what you really mean ? 

Mr. Barnes. No, sir 

Mr. Muurer. That is what the statute would say if H. R. 7474 is 
enacted. Your financial-assistance definition would become the pro- 
curement definition until you did come up with a new definition. 

Mr. Barnes. No, sir 

Mr. Brown. Do you have any plan for a new definition ? 

Mr. Muurer. We have taken for procurement purposes the very 
definition that the Administrator has promulgated by regulation for 
financial assistance. We say that he shall use that for procurement 
until he can come up with a better definition. 

Mr. Barnes. May I ask a question at this point, Mr. Multer? 

Mr. Murer. Let me answer the question first, please. It begins 
at the bottom of page 1 of the mimeographed sheet of the bill and 
continues over to the top of page 2. 

Mr. Barnes. Mr. Multer, if the language is left as it is 
Provided, however, That no definition promulgated by the Administrator for 
any purpose whatsoever, shall be based solely on the number of employees— 
if that language 

Mr. Muurer. You have no objection to the subsequent language ? 

Mr. Barnes. If that language is left in there, it would not be possible 
to take the definition ap plying to financial assistance and apply it to 
procurement as you indicated it was the intent to be done. 

Mr. Mutrer. I don’t follow you. Read the sentence beginning on 
page 2 
the definition presently in use by the Administrator for financial assistance is 
hereby continued as the definition for all purposes until the Administrator adopts 
a new definition based on the criteria stated herein. 

What is wrong with that last sentence / 

Mr. Barnes. Well, under that, we, of course, would have to apply 
the definition now used for financial assistance purposes to procure- 
ment purposes as well, and then, would have to develop a new defini- 
tion with different sizes, by industry, based on number of employees. 
We would obtain that information from the Bureau of the Census as 
it is released, this summer, but even then we would not be through 
because we would have to. in connection with each industrv. find 
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another criterion, either the gross volume of business done per year, 
or the gross capital or assets in the business, and adopt that also. 

Mr. Muvrer. Having in mind that the statute provides specifically 
that in any instance you may go up or down where the facts require 
it and issue a certificate accordingly, what difference does it make 
whether or not you start off now with your definition of financial 
assistance being used for procurement, until such time as you may 
find it necessary to change it ¢ 

Mr. Barnes. Well—— 

Mr. Mutrer. What is wrong with many of these industries, which 
you say for lending purposes, should be limited to those with under 
250 employees, what is wrong with, in that industry, at least, starting 
for procurement purposes with the same number, until you can give 
us some new definition / 

Mr. Barnes. Well, if the Congress insisted that it be done that way, 
all I could do would be—— 

Mr. Muurer. I am trying to find out from you what is wrong with 
that starting point. 

Mr. Barnes. It has been my opinion, Mr. Multer, that if I did this 
that the prime contractors, who now have agreed to subcontract to 
small business and are using a definition which is fairly simple and 
workable, to them, in that all they ee to find out is whether the 
company has less than 500 employees, or has a small business certificate 
issued by us, that 1f they were f: aced with a problem wherein for each 
of their pure hase orders and subcontracts. they had to make a deter- 
mination that the company was in a particular type industry, and 
then had sO many employees, and then had a ce rtain dollar volume ot 
business, or some other test, that these prime contractors, over which 
I have no control they mere ly are doing this on a volunt: uly basis 
I have been fearful that the Vv would just throw up their h: ands and not 
carry out the subcontracting program with any thoroughness. That 
is the prine iples- 

Mr. Mvuurer. There are two answers to your argument, Mr. Barnes. 

The first answer is that it is no harder for anybody, big business 
or otherwise, to look at the list and say whether or not this is 250 
or 500 and make a ree from that. It doesn’t matter 
whether the figure 1s 1, or 1,000, or 250, or 500, Itc an’t make any dif- 
ference to him whether a finds the figure 500 or 250 there in order for 
his to make his determination. 

Is there anything wrong with that logic? 

Mr. Barnes. Well, it does not seem so from our point of view. We 
are able to doit. I will have to admit that, sir. 

Mr. Muurer. The second answer to your argument is this: As a mat 
ter of convenience, procurement agencies require, and I think you have 
been approved, the requirement that in the first instance the company 
self-certifies. They say, “We are small business.” 

And whether they say, “We are small business because we have 200 
employees,” or 500 employees, i is not important. In the first mstance, 
you have authorized the procurement agency to rely on the self 
certification : Until somebody comes in and complains about it, there 
is not! ng for your agency to do about i So what difference does 
it make whether he is going to self-certify himself hecause he has 200 
employees or 600 employees. It doesn’t create any more problems for 
you if he self-certifices, does it ¢ 
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Mr. Barnes. No, si 

Mr. Murer. Nobody has complained about the self-certification 
program ¢ 

Mr. Barnes. No, sir. 

Mr. Muvrer. I yield to Mr. Mumma. 

Mr. Mumma. Isn’t it on the bidding blank that you have to specify 
whether you are under 500 or whatever the figure is? 

Mr. Mutrer. They have been self-certifying by saying, “We are 
small business.” The House Small Business Committee has asked 
the procurement Government agencies, in addition to that, to have the 
man spec ify the number of employees, merely as an additional guide. 
They all indicated there would be no great shila to ask for that 
additional information on their bids. 

Mr. Barnes. Mr. Multer, may I ask, at that point, though, if we 
carried out this language we wouldn’t be able to stop there. We would 
have to set up some other criteria for each industry, such as gross 
business done per year, and so forth. 

It seems to me that this requirement would make it a very, very 
complhecated definition. 

Mr. Muvrer. What is there that is complicated about it? The Con- 
gress has been saving to you and your agency, and the procurement 
agencies, for vears, that I know of, “We don’t want this arbitrary 
500 definition.” We said it to you after you promulgated your last 
regulation for procurement of 500 e ‘mplovees. and before it became ef- 
fective there was a unanimous report of the Small Business Committee 
of the House against that bemg promulgated. You nevertheless is- 
sued it and soaks it effective as of your proposed date, despite that 
report of the Small Business Committee. 

How can we get you to change it and to have you do what Congress 
would like to have you do? 

Mr. Barnes. Yes, sir, that is not my point. If Congress says, 
“Adopt a ee varying it by size of industry.” that could be 
done, but under the language that is presently contained in this 
statute, it would require more than that. It would require that you 
have something else besides the number of employees. 

Mr. Muvrer. I think it would require you to do only what the 
Congress has been trying to get the Defense Department and your 
department to do for many years and not to use an arbitrary numeri- 
cal definition. If there is any other way of doing it then you ought 
to come forward and tell us how to do it. But simply to stick to the 
same definition 1s not the answer to the congressloni al problem. 

May I pass on now to the question of the increased authorization. 
That would be at the bottom of page 2 and goes over to the top 
of page 3. 

Hlow many times since you have been the Administrator, Mr. 
Barnes, have you had to come before the Congress and ask for an 
increased authorization for your lending facility ? 

Mr. Barnes. One time for business loans, and one time for disaster 
loans. 

Mr. Muvrer. Don’t you think we are much safer to ask for a total 
of $700 million, rather than the lesser sum, having in mind that this 
is the authorization, not the appropriation ? You will still have to 
justify your request for an appropriation before the Appropriations 
Committee. Aren't you safer to start with $700 million ? 
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Mr. Barnes. We are safer in the sense that we might not have to 
come back here earlier. I would like to limit my comments on this, 
Mr. Multer, to the fact that we made the estimate on which the bill 
H. R. 6645 was introduced, based on the applications of 700 per 
month. I explained how we did that. 

If the Congress believes that that was too conservative an estimate, 
then I shouldn’t comment. We believe that there is ample in there 
for several years to come. 

Mr. Mutter. Have you any estimate upon the total amount of 
damage done by floods and fires this year, the year 19574 

Mr. Barnes. The total amount of disaster loans that might be 
made in the fiscal year 1957—we have approved $10 million so far, 
and through 10 months of the year, and my estimate would be that 
it might be between 15 and 18 million dollars this year. 

Mr. Mcturer. We are talking about two different things, Mr. 
Barnes. 

Mr. Barnes. For disaster loans. 

Mr. Mutter. Since the beginning of this calendar year, 1957, we 
know that there have been floods and fires throughout the country. 

Have you any estimate as of today of the total amount of damage 
thus far done by fires and floods, since January 1, 1957? 

Mr. Barnes. In the Kentucky floods, we approved $5,600,000, and 
that was since January, and there have since been several other dis 
asters declared. 

sut a great part of the figure that I gave you has been made since 
January 1, in this calendar vear. 

Mr. MULTer. Have you any estimate of the total amount of damage 
that was done by the tidal waves in Hawa, in March 1957? 

Mr. BaARNEs. No: only based on the applications that have been 
filed, sir. 

Mr. Mcurer. Surely you don’t wait for the applications to come 
in to find out what you may need or what is required in) A partic lar 
disaster area, do you? 

Mr. Barnes. No, sir, we set up offices, and as we see the volume of 
loan applications filed, why, we either increase the number of offices or 
the number of personnel. 

Mr. Mvcurer. All these disaster areas, as soon as they occur, Red 
Cross moves in and maks an estimate of what they will require, Civil 
Defense moves in and make an estimate of what they may require, the 
Army moves in and finds ont what may be required, the various local, 
St: ite, and munic ipal or territorial governments, as the case may be, 
do the same, isn’t that so? 

Mr. Barnes. Yes, s! 

Mr. Mutter. Don't 3 you keep in touch with those agencies? 

Mr. Barnes. Yes, sir. We declare a disaster promptly and then 
we have all the information that is collected by any of those agencies 
and we base our own internal estimates on the type of disaster it is 
and what they say the damage has been, and what may be expected. 

Mr. Mcuurer. Well, from personal observation, I know you ae 
into the New England area after the last disaster and you did : 
awfully good job, but my personal observation is that your ihsentiy v 
has done just as bad a job in Hawaii after the last tidal wave. 7 


was out there and visited the areas. At the time I left. which was 


seven weeks after the disaster struck, not a single loan had been 
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approved. You had a main office on Oahu. Your man who is in 
charge of the office took ill unfortunately just before the disaster and 
was hos} ritalized. You had one girl in the office and you sent out 
another man to the oflice to take ch: arge of the entire Terr itory. The 
disaster struck on three different islands, two places on one isl: und, and 
one each of two other islands. 

I visited each of the disaster areas. On one island where two places 
were hit, nobody was there representing your office. Not a single 
bank there was authorized to act for your agency. Nobody could 
get any information. There wasn’t a blank available or a piece of 
literature available as to what they could do, At least 20 different 
people on that ish: and, the biggest island, talked to me and counsel 
for the committee, as to what to do and where they could get some 
he ‘Ip. ae he re Was one instane e whe ‘re the Red Cross hi: id moved i In and 
it $4,000 available to a family to rebuild their little fish pond out 
of which they made their living and the home along side, and they 
ia ra didn’t want charity, they would prefer to borrow the 
money, and if they could get the loan they would pay the Red Cross 
back the $4,000. : hey didn’t know where to go for such he ‘Ip. 

On the Island of Oahu, on which Honolulu is situated, you had 
your office and aah had your man whom you sent from the mainland, 
and until I went to visit him he hadn’t been to the Island of Hawau, 
to find out what the situation was there. He chased out there the day 
after I talked to him, and I think you got a report from him now whic h 
is contrary to the facts. That is part of the letter which you gave 
me, that there was nobody oul there looking for any loans. That is 
not so. 

On the Island of Kauai, you had another man assigned there. He 
is in an oflice some 50 miles from the point of disaster, and waiting for 
these poor people who hi id bee h wiped out, to come in and see him and 
Am to him about it. The Red Cross was oper% iting in the area. 

‘ivil Defense was operating in the area. But he w: 1S sitting in the 
office in city hall or the equivalent of it, waiting for these people to 
come to him and get information and applications. 

Now, that is directly opposite of the way you have operated in any 
other area. 

Mr. Barnes. Well, I can say nothing in extenuation, except that 
this occurred at a great distance. Until you went there, I had received 
assurance, and believed that all of the banks in the islands were going 
to make disaster loans available, disaster for ms, and process the appli- 
cations. I found that this system was not working ap parently as well 
as it does on the mainland. It has worked excellently els ewhere. It 
worked in Kentucky, and West Virginia, in the floods this spring, and 
we are remedying the situation in Hawaii as best we can 

There was a little confusion there, in addition, caus sed by the fact 
that some of the damage was essentially agricultural damage, and it 
wouldn't be the type that we would cover, and some of the people 
believed that it was to us they should apply, whereas it was in fact to 
other agencies. But we hate ever to fall down, particularly on this 
program, and if we have there I can assure you that it will be cor- 
rected, 

Mr. Murrer. The bank people that I talked to in the Territory 
knew nothing about the operation of the program. They had no 
blanks, no information, no literature—I am talking about application 
blanks—and no one knew about the program. 
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I talked to four different bankers there. I talked to the newspaper 
people. They said they would be only too happy to carry day after 
day notices of what your agenc y was prepared to do, but nobody 
had ever given them anything to carry. 

There was one notice immediately after the disaster occurred, in two 
newspapers, announcing the SBA was ready to help. Just that 
l-inch announcement, and nothing more, nothing since. They had 
no other news on the subject. 

Mr. Brown. Will you yield, Mr. Multer? Dr. Talle wants to leave 
and has a question. 

Mr. Murer. I will be happy to yield. 

Mr. Bass. Mr. Chairman, we have listened for three-quarters of a1 
hour here to Mr. Multer cross-examine Mr. Barnes When are the 
rest of us going to have a chance to examine? 

Mr. Brown. We have already had the 5-minute rule. 

Mr. Bass. Well, what is the rule / 

Mr. Murrer. Mr. Brown, you will remember that there were only 
three of us here when we started this session and no one else sought 
to examine Mr. Barnes. 

Mr. Mumma. I reserved the right to examine. 

Mr. Bass. I would like to inquire after the 5-minute rule, so-called, 
am I correct that each member of the committee has not more than 
1 hour within which to question a witness / 

Mr. Brown. He would have a briefer time. I wouldn’t say an hour. 
Go ahead, Dr. Talle. 

Mr. Tatix. This is just a matter of information for the record, Mr. 
Barnes. 

Under the housing agency which we refer to as the FHA, when 
an application is made for a loan, a fee is charged. That is standard 
practice. When an application is filed with your agency for a loan, is 
a fee charged ? 

Mr. Barnes. No, Mr. Talle, there is not. There has not been any 
legislative history that would indicate to us that Congress thought 
such a fee should be charged, and in the absence of that we have not 
charged any such fee. 

Of course, if we did charge such a fee, the loss or the operating loss 
of the agency would be reduced because on the declined loans, and some 
of the other services, there is no income. As a matter of fact, the only 
income is from the interest on loans that are approved. So that the 
charging of a fee would tend to reduce the oper ating loans. But we 
have not as yet adopted any policy toward charging any filing fee for 
an applic ation or anything of that sort. 

Mr. Tauie. That was my understanding, Mr. Barnes, and I felt that 
the record should show that there is a cost which your agency bears 
without compensation of any kind, other than, of course, the interest 
income from loans that are approved ? 

Mr. Barnes. Yes, sir. 

Mr. Ta.ce. Any applicant who files and doesn’t get a loan has 
caused some expense to the agency for which you are not recom- 
pensed. That is correct, is it not? 

Mr. Barnes. That is correct, yes. 

Mr. Tauxe. That is all. 

Mr. Brown. Mr. Betts. 
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Mr. Berrs. I just wanted to keep the record straight. When we 
adjourned Tuesday the 5-minute rule had not extended beyond Mr. 
Widnall. I just want that in the record. 

I just have a comment to make, Mr. Barnes. In connection with 
disaster areas, I am not particularly disturbed about the fact that you 
did or didn’t go into these areas. I don’t think your services are in 
any way comparable to those of the Red Cross or the Army as far as 
moving in to meet. an immediate emergency. My concept of a Federal 
agency is that as long as you are ready, willing and able to meet the 
requests that are sent to you, you are doing your duty, and I don't 
think any Federal agency should be eternally looking for business. 1 
don’t think you should be criticized for not moving into Hawaii. I am 
a little interested, too, in the rule as to qualifications for procurement 
that Mr. Multer was talking about. I personally think that domi- 
nance in the field is about as important a thing as there is. This was 
called to my attention by a case in the district I represent. A tire 
company there applied for a certificate. I suppose that means for 
procurement. And as I understand it, it was turned down because the 
company employed 1,400 people. 

Now, by any standard this company, compared with, say, Goodrich, 
or Goodyear, was clearly small business. It seems to me a concept of 
dominance should play a more important part in the definition. 

Mr. Barnes. In each instance we find that there is nondominance, 
whether it is procurement or lending, we find that it is nondominance, 
that it is indepe ndently owned—that is, it is not a subsidiary of some 
larger company—and third, that it is a small company in fact. 

Now, in most cases, I think we have a general rule that if the com- 
pany is in excess of a thousand employees, it is not small because the 
type of services that we have to offer are not designed for companies 
that are so large. In the case of the tire company, it would have not 
been eligible to bid as a small business on Peer ennnens that were 
set aside for small companies, particularly if there were several 
small companies in the tire business having an employment figure 
within the size standard we had set for that particular industry, even 
though they might be competing with much larger companies, and 
even though they might not be dominant. 

Mr. Berrs. I understand your explanation all right, but it is Just 
simply my thought that if it were a drug store or some institution 
where there were thousands cs thousands of them, then I think that 
particular plan might be more appropriate, but the small tire in- 
dustry is confined to not more than half a dozen firms, I would 
imagine, so it seems to me that in determining dominance you have 
got to take into consideration the giants in the field. I mean I under- 
stand your views, but I think it ought to be changed to conform to that 
concept. 

Mr. Barnes. This is one of the most perplexing administrative 
jobs that I know to try to enforce this size standard concept and do 
if equit: ably. 

If it happens to be a situation in which an attorney represents a 
very small company, then he thinks the rules are very good. If om 
eo a large company, he thinks they are very bad. And if 

sa borderline company, it depends on which side of the line he f: ills, 

I don’t know that we do equitably all the time, but we think we do 
most of the time, and we are continuing to struggle with it. 
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Mr. Berrs. I want you to know I appreciate the difficulty. I just 
simply stated my views. I didn’t have a chance the other day to tell 
you that I think you made an excellent witness, and I think you have 
handled the questions very well. 

One other matter: I notice that you disagreed with the provisions 
in the Multer bill about the personne] on the polic: vy board. I can gO 
along with you part way. ' was wondering if it wouldn’t be well to 
have one member representing small industry. I am thinking of a 
compromise with the Multer bill. 

Mr. Barnes. I don’t know that I can enlarge on what I have said 
before, except that, as to the personnel on the committee, I think the 
committee has worked very well, and I believe that it would continue 
to work well, with representatives of Commerce and Treasury as in 
the past. 

[ am a little bit apprehensive over the fact that the new board is 
given policy making authority in all the other fields, as well as super- 
vision of administration. We think we have worked very fast, in 
some of these other fields, in our Se activities, and this 
would have a board that would have to be called into meeting from 
time to time on administrative matters that are now handled very 
quickly. 

The present policy board does not get into administrative matters 
at all. 

Mr. Berrs. That is all. 

Mr. GaeeeT: Mr. Mumma. 

Mr. Ma MAA, Mr. PPC the arguiment most of the afternoon has 


been how to determine a small or large busimess, and that each in 
dustry, like the petroleum industry—I have generally understood that 
there is less emp ore per dollar invested in the br ‘troleum industry 
than in any other business. I asked Mr. setts tl name of that tire 


company, and truthfully I have never heard of it. 
Mr. Berrs. That proves itisasmall eel 
Mr. Mumma. That is my point. He told me that tire company is 


maki ing tires for other concerns. The big oil compan ies are not even 
a factor in the tire busines So I think you hav a right to sort of be 
indefinite as to how this Can be determ ned, very Case is pl eLly 


nearly always a different case. 

That is all. 

Mr. Brown. Mr. McVey. 

Mr. McVey. Thank you, Mr. Chairman. 

Mr. Barnes. I just want to raise one point. The act now provides 
that loan interest rates, shall not be more than 6 percent. One bill 
provides for a ceiling of 6 percent, another provides for a ceiling of 
») percent. That is for the Small Business Adminis stration. 


I am wondering what the effect will be on participating banks if 


they are held to a ceiling of that percentage. 

Mr. Barnes. My underst: nding is that under both bills it would just 
be the SB.A’s share held to 5 percent or 6 percent. In that particular 
ease I don’t think it would have an ly etfect on the bank, or on whether 
the bank would participate or not. 

But if our direct loans were fixed at a 5 percent rate, T think there 
would be resentment on the part of some of the banks, since unques 
tionably there would be loans attracted to us that they could take care 


of. which is not the case in the bill. but if the maximum rate for either 
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the bank or the SBA was fixed at 5 percent, there would be much less 
bank participation, because of their ability to earn more than that 
by lending their money to their own customers. 

Mr. McVey. That is the sort of comment I wanted from you. There 
is one other question. You hi ive re ported on the losses of the SBA. I 
think you said they were $102,377. 

Mr. Barnes. Yes, sir. 

Mr. McVey. And this morning you mentioned the interest that had 
been collected which was greatly in excess of that. 

Do you have any figures which show whether your organization is 
ms aking a profit on its agency or is losing money ¢ 

Mr. Barnes. There 1s an oper ating loss, sir. I indicated that the 
cost of processing—well, there is an operating loss if you take the ac- 
tivities of the entire agency, because some of the activities are purely 
service activities, in the same sense that some of the activities of the 
De — nt of Agriculture or Commerce or any other departments 
are, merely to provide services ‘aaa do not bring in an income. 

ee procurement activities are in that field. Now, if you take 
merely the lending activities, and apply the income to that, there is 
still an operating loss. There are a number of counseling activities, 
financial counseling activities, and then, as I indicated on the disaster 
loans, the interest rate is fixed at 3 percent, and the money we bor- 
rowed from the Treasury to make those loans requires the payment 
of an interest rate by us of 27% percent. So there is only one-eighth 
of 1 percent income from any \dicaiiied loan that we make and then it 
costs more to make the loan, usually, than that amount. 

Consequently, we are still in an operating loss situation. We have 
the figures. I will be glad to file copies of our income and expense 
statements or put them - the record if you wish. We anticipate that 
we will not be making a profit on the business loan activities until 
the revolving fund has about $400 million in it, loaned out at the 
present interest rates, and the precise loans. We now have something 
over $200 million that has been loaned and committed. 

Mr. McVey. Apparently, then, you do consider, in your profit or 
loss statement, the fact of the administrative expense concerned. 

Mr. Barnes. Yes, sir; all administrative expenses related to our 
financial assistance activities. 

Mr. McVey. I thought I ought to bring out this question because 
[ received an unusual letter a couple of days ago from a man who had 
a $10,000 insurance policy, and he compli ained that his premium was 
too low and his dividend too high. That is an unusual complaint, but I 
received it a couple of days ago. 

Thank you. 

Mr. Brown. Mr. Bass. 

Mr. Bass. Mr. Barnes, you were here, I think, this morning, when 
Mr. Maxwell testified ? 

Mr. Barnes. Yes, sir: part of the time. 

Mr. Bass. Did you hear his figure of, I think it was, seven-hundred- 
and- eightyv-odd dollars which he stated as the aver age cost of process- 
ing a loan ? 

Mr. Barnes. Yes, sir. 

Mr. Bass. Is that correct ? 

Mr. Barnes. No, sir. The correct figures are shown. as Mr. Multer 
indicated, on page 429 of the report of the Subcommittee No. 2 of the 
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Select Committee on Small Business of the House of Representatives, 
and that shows that for each business loan, the processing cost was 
$365. That is the cost up through the time of approval. The closing 
cost is $267. 

The cost of administering the loan during the first 6 months is $170. 
For each disaster loan the processing cost is $151, the closing cost is 
$148, and the cost of administration for 6 months, the first 6 
months, $89. 

Mr. Bass. Thank you. I was interested in your comment about the 
need for more administrative help. How long does it take now, on 
the average, to process a loan? I mean, from the time that the appli- 
cant first applies until the time he gets his money ? 

Mr. Barnes. On the limited loan participation plan loans, which 
are the small loans, $20,000—the SBA’s share is $15,000 or 75 percent, 
whichever is the smaller—those loans are approved within 48 hours, 
usually, after they are filed in our office. Those are all participation 
loans, in which there is a bank, and it doesn’t take very much time 
because of the type of loans they are. 

On the regular business loans, we at present have about a 5-week 
backlog. This would indicate that all of them clear out within 5 
weeks. Now, in many instances, I am sure they are being determined 
in 3 weeks. You see, that is the only kind of an answer I can give 
you, because some loans are approved in the regional offices, some 
in the branch offices and some have to come into Washington. 

Mr. Bass. But you have a considerable backlog; I take it ¢ 

Mr. Barnes. Yes, sir. 

Mr. Bass. Do you have figures available here from which you could 
give me the number of loans which have been granted in New England 
since January 1, 1957? I don’t want to take the committee’s time 
on that, but 1f you have that, I would like to have you insert them 
in the record. 

Mr. Barnes. The question was—— 

Mr. Bass. How many loans have been granted in the New England 
States since January 1, 1957, and how many applications were 
received ? 

Mr. Barnes. Well, due to the fact that we ran out of funds, we 
exhausted the funds in the revolving fund, we did not approve loans 
from February 1 until the latter part of April—April 22. We 4 
essed the loans on through until they were ready for approval, 
many cases, but this meant that on 1 day in April we approved seven- 
hundred-and-some-odd loans, almost 800 loans, and I can’t tell you 
exactly how many are in New England, but I can furnish you the 
press release which lists all of those loans, or prepare another break- 
down if you would like to have it. 

Mr. Bass. I don’t want you to go to too much trouble. I was just 
interested to know what hi . taken place. I have your reports, of 
course, up until December 31, and if it isn’t too much trouble, I would 
like to get the situation right up-to-date as far as New England 
concerned, and particularly New Hampshire. 

Mr. Barnes. We have been lending at the rate of about 12 to 15 
million dollars a month during the past 6 to 8 months, throughout the 
country. 

Mr. Bass. Thank you. 
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Mr. Barnes. And I think the increase has occurred in New England 
as it has elsewhere. 

Mr. Bass. Let’s leave it then. If you can give me that information 
I will appreciate it. 

Mr. Barnes. All right. 

(The data requested above is as follows :) 


SMALL BUSINESS ADMINISTRATION 


Business loan application activity in New England States, by State, Jan. 1 
through Apr. 30, 1957 


[Dollars are in thousands] 


Pending January 1}, Received Withdrawn 
1957 
ate a = ole oe rece eS a 

No, Amount No. Amount No. Amount 
Connecticut 8 $836 19 $1, 098 1 $20 
Maine 7 443 27 1, 625 1 250 
Massachusetts 4] 3, 092 90 4, 497 11 1, 020 

New Hampshire 5 322 13 646 
Rhode Island 3 122 9 458 2 14 
Vermont 6 330 12 445 3 55 
Total 70 5, 145 170 8, 769 18 1, 359 

Loans approved 
Declined eet il Pending April 30, 
1957 
tate Amount 
No. | 
No. Amount Total SBA No. Amount 
share 

Connecticut : s $447 iM $784 $680 7 $671 
Maine 11 1, 025 11 187 152 11 604 
Massachusetts 49 2, 443 45 2, 123 1, 741 26 1, 873 
New Hampshire 7 403 7 266 213 4 297 
Rhode Island l 130 6 261 232 3 165 
Vermont 4 188 s 327 265 3 85 
Total 80 4, 636 SS 3, 948 3, 283 54 3, 695 


Source’ Office of Controller, Budget and Reports Division, May 17, 1957. 


Mr. Wipnauy. The failure to give any loans for a period of § 
months, February, March, and April, was due to the inaction of a 
gress in failing to appropriate funds, is that right ? 

Mr. Barnes. Yes, sir. There was an appropriation in the defi- 
ciency appropriation bill, the urgent deficiency appropriation bill, 
and this was the bill in which there were sever: al other items, and there 
was disagreement between the House and the Senate about one of the 
other items. The Small Business Administration appropriation was 
not controversial or in issue. So during the period while this was 
being considered by the conference committee, we were without author- 
ity to lend any more than we collected from week to week, from loans 
we had already made. And we did set aside a portion to be used for 
disaster loans only. 

So, not until after the bill was finally passed, on April 22, were 
we able to approve those loans that we had acted on since along in 
January. 

Mr. Berrs. In connection with these regional statistics that Mr. 
Bass has asked for, did you comment, Mr. Barnes, the other day, on 
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the proposition of having regional offices make the loans, rather 
than have them all sent in to Washington ? 

Mr. Barnes. Well, if I didn’t, this is the situation: We definitely 
have delegated to regional offices authority to approve certain types 
of loans. They can approve certain bank participation business loans 
up to $100,000. They can approve limited loan participation loans 
and direct business loans, up to $20,000. They can approve disaster 
loans up to $50,000. 

Under this system, what it in effect does, is to authorize the field 
offices to act on the safest type of loans or the smallest direct loans, and 
thus the risk of an erroneous decision is minimized. The more risky 
loans, and the largest loans, come into Washington. 

Mr. Berrs. Are you in favor of that ? 

Mr. Barnes. This makes—the division is roughly a little more than 
half of the loans are actually approved in the field offices, and branch 
offices. 

Mr. McVey. That is half in number, and not half dollarwise. 

Mr. Barnes. That is right. 

Mr. Berrs. Are you in favor of continuing that as it is? 

Mr. Barnes. Yes, sir. 

Mr. Bass. Mr. Barnes, you may have expressed yourself on this 
before, but I hadn’t heard it. Are you in favor of making the Small 
Business Administration a permanent agency or do you think it should 
be continued on a temporary — 

Mr. Barnes. I am in favor of it being a permanent agency, for the 
reasons that I stated the other day. I belie ‘ve it would give continuity 
to the programs, and would strengthen them; it would aid us mate- 
rially in recruiting the right type of personnel, and there are sever: al 
other reasons. It would make for less doubt in some banks, particu- 
larly toward the last few months before the time for renewal occurs, 
when, of course, there is considerable speculation as to whether or not 
the agency is to be renewed, and this is reflected in the attitude of 
other agencies and departments of the Government and banks and 
people that we employ. 

Mr. Bass. Thank you, Mr. Barnes. ‘That is all, Mr. Chairman. 

Mr. Brown. Are there any other questions, gentlemen? If not, we 
will go back to Mr. Multer. 

Mr. Mcrrer. Thank you, sir. 

Mr. Barnes, let’s spend a minute or two on the statement that Mr. 
Maxwell made this morning. I don’t know whether you heard all 
of it, but on page 8 of his statement—do you have a copy before you? 

Mr. Barnes. Yes. 

Mr. Mvuvrer. On page 8 of his statement he says that most of the 
other functions, meaning the other functions other than your lending 
facility, of Small Business Administration, could be appropriately 
transferred to the Department of Commerce and they could be car- 
ried out just as effectively and with less expense to the taxpayer. 
Would you care to comment on that ? 

Mr. Barnes. Well, what I say is not Administration policy, of 
course, and it is just my own personal reaction to it. The procure- 
ment functions that we carry out are much more closely related to the 
General Services Administration, and the law under which they oper- 
ate, than to the Department of Commerce. The Administrator of the 
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General Services Administration is authorized to fix certain procure- 
ment policies for all contracts except certain types of defense contracts 
and certain small-business programs. 

Mr. Mutter. The Department of Commerce has never participated 
in so-called joint determination programs; has it 4 

Mr. Barnes. No, sir. 

Mr. Muurer. That would be an entirely new field for them if you 
were to transfer from your agency to theirs the matter of joint deter- 
mination. Wouldn’t it be something new for them? 

Mr. Barnes. Yes, sir; I believe it would, 

Mr. Mourer. And the other procurement work that your agency 
does, which is advising people as to how to approach the various Gov- 
ernment agencies, and going in and making representations on their 
behalf before the procurement officers, is ‘something that has been 
peculiarly developed by your agency as part of your work; isn’t it? 

Mr. Barnes. Yes, sir; except that the Department of Commerce 
does publish the synopsis of daily procurement, which is a publica- 
tion appearing daily, where they receive advices from the procure- 
ment officers and re publish that information. 

Mr. Murrer. All they do is actually wait to get it and then publi- 
cize it 4 

Mr. Barnes. Yes, sir. 

Mr. Murer. While your agency actually goes out and affirmatively 
moves in and tries to help a small-business man get the procurement; 
isnt’ that so / 

Mr. Barnes. Yes, sir. 

Mr. Murer. That, too, is a function the Department of Commerce 
has never undertaken heretofore / 

Mr. Barnes. No, sir; but I don’t know that I can speak authorita- 
tively on this, because in the period 1947 to 1949, along in there, they 
did carry on some activities, and I am not certain of what all was 
involved. 

Mr. Murer. On the same page, next paragraph, Mr. Maxwell tells 
us that while he is interested in aiding small business because of loss 
from natural disasters, he thinks some other agency would be a more 
appropriate one to do the job in connection with disasters other than 
yours. Has any other agency of Government done any of that work 
heretofore, that vou know ¢ 

Mr. Barnes. The only one that T could think of would be the Agri- 
culture Department has a disaster program which they carry on with 
farmers, which roughly par: allels the SBA program for businesses. 

Mr. Meurer. They limit their work to agricultural losses ? 

Mr. Barnes. Yes, sir. 

Mr. Mcuvrer. For farmers? 

Mr. Barnes. Yes, sir. 

Mr. Murer. In that connection, I think you referred earlier to the 
fact that when farmers suffer losses on account of disasters they should 
go to, IT think it isthe Farm Home Administration. 

Mr. Barnes. Yes. 

Mr. Murer. When they turn them down, don’t they have a right 
under the disaster loans provisions of the SBA act to come to your 
agency for loans ? 

Mr. Barnes. No, sir; not if they are eligible under another pro- 
gram, and are turned down for credit reasons, then they can’t come 
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to us. But in most cases that is not the situation. Wherever there 
has been a disaster, we have worked very closely with the Department 
of Agriculture. W e take care of the businesses, and city urban resi- 
dences, which have suffered losses, and the »y take care of the strictly 
agricultural loans. We get into an area, however, of nurseries, and 
things that m: iy be businesses and may be agricultural and on those 
we have just reached an agreement 2s to what we do. If it does not 
come under their law, then we take care of it. 

Mr. Mvurer. I don’t want to put your agency in the position of re- 
viewing what they have done creditwise. If they turn a man down 
because he is a bad credit risk, I can well understand you saying to him, 
“You have been turned down because you are a bad credit risk and 
we are not going to touch it.” But what I am concerned with are 
those areas where the Farm Home Administration won't get into it, 
because they say he is a part-time farmer. Certainly he shouldn’t be 
left hanging in the air. Somebody should take care of it. Does your 
agency step in in that case and do the job? , 

“Mr: Barnes. Yes, sir; we will. And there are these borderline In- 
dustries, such as nursery operations, and the growing of ornamental 
trees and shrubs, and certain other things. When they rule that it 
is not argiculture, why, then, we rule them eligible for our loan 
program. 

Mr. Mutter. Take an instance where there is a farm within an area 
which has been declared as a disaster area, so that you can go in and 
make your disaster loans, but the Farm Home Administration takes 
the position it is not a disaster so far as their agency is concerned and 
won't even take the application. Will your agency take the applica- 
tion and process it ? 

Mr. Barnes. No, sir. This situation rarely, if ever, happens. 

Mr. Mvctrer. I think you will find there too, when you make in- 
quiry of the Hawaii office, that they have refused to take applications 
from some farmers in that area, with whom the Farm Home Adminis- 
tration said they were not concerned, and your representative there, 
however, said, “Sorry, we can’t touch you, you are a farmer. 

Mr. Barnes. All right, sir. I think it is with reference to the vol- 
cano, and I intend to take that up with Agriculture and see if they 
cannot declare that a disaster, even retroac tively, and if they don’t do 
it, we will do what we can do. 

Mr. Mc rer. I think you will find that, as to that, your representa- 
tive is not entirely correct. There was one such complaint. There 
is one farmer, who was raising coffee, who could not get any help from 
either agency, on account of the 1956 volcanic eruption. They wouldn't 
touch it; your agency wouldn’t touch it. But as a result of the last 
tidal wave, there are several farmers, part-time farmers, who have 
been unable to get their applications processed. Nobody would take 
their applications. Farm Home Administration wouldn’t take it be- 

cause they were only part-time farmers, and your representative there 
said, “Sorr y, we can't take it, you are farmers.” So they have gotten 
no help. I am not going to try to pass on the credit, but I think at 
least the applications should have been received and processed. There 
are several such on the island of Hawaii and I think one on the island 
of Kauai. 


While we are referring to that, in connection with the Territory of 


Hawaii, I think you will find that there were some 250 inquiries made 
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of your office there, which may boil down to 156 different persons, and 
since the agency’s office has been set up there, there have been 12 appli- 
cations processed. And of the 12, I think 11 had been approved up to 
April of this year, and one has probably since been approved. 

That seems to be a thousand percent batting average on applications 
filed and approved, but the reason for that is that they discourage 
people from filing applications. ‘They have been chased back and 
forth to and from the bank. If the bank didn’t thoroughly discourage 
them, your local office did. 

In the long list of applicants whose names and addresses are set 
forth in the list of inquiries to your office there—I didn’t seek them out, 
they came and sought out me, and counsel for the subcommittee—you 
will find that many of them were qualified, at least. for the filing of an 
application. Again I am not trying to pass on the credit situation. 
They have been discouraged from filing, when many of them should 
have been requested to file. 

Typical of that isa man who has a fishing boat. He has been wait- 
ing for an answer on his application for 3 months or more. His boat 
was appraised by men whose business it is to appraise ships, and the 
appraisal was submitted to your office back late in February or early 
March—I am talking about the local office. I inquired as to what was 
happening to the loan before I left the islands, I inquired by letter of 
your regional office at San Francisco that had jurisdiction. On April 
30 1 got a letter from your regional office, and I quote this paagraph : 


This is to advice you, Congressman, that we have been endeavoring to contact 
Mr. Agard 


that is the applicant— 
since March 4, 1957, but as yet have not been successful in locating him. 


To which I wrote back a page and a half letter, indicating to him 
how easy it would have been to find him if they wanted to. To which I 
got a telegram which said that he is sending for the file. He sent from 
San Francisco to Honolulu to get the file to find out why they haven’t 
located this man since March 4, 1957. All they had to do was to take 
a 10-minute walk down to the man’s boat, and find the man, or get a 
message to him. 

It is so unlike the way your other offices are operating that it makes 
me think there is something seriously wrong there. 

Mr. Barnes. | have no explanation of it because we have made 
loans to fishing boats in the New England disasters and all up and 
down the coast, and [I can just assure you that we will look into this 
situation thoroughly, in Hawaii. It has been a little difficult there. 
As you know, our sine manager was taken ill with a serious illness 
about a month before this happened, and we had to send people out 
from the States that were unaccustomed to the islands. Then, the 
disaster did happen on more than one island and the communications 
aren't too good. Lam hopeful, however, that we will finally dispose 
of all the just claims and applications over there as promptly as we 
can. 

Mr. Muurer. This particular fisherman assured me that he had been 
in touch with the office asking what was happening to his application, 
: least three times after the date of the filing of the appraisal, which 

I indicated was the end of March, and here the office says they can’t 
locate the man. They couldn't be trying very hard. 
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Now, you said something about giving the branch offices authority 
to make loans. If that has been ‘done, maybe you will accomplish 
the same purpose as setting up a regional office. The committee is 
not desirous of piling up administrative expenses in your agency. 
We want you to operate as efficiently and economically as possible. 
What is the difference between a branch office and a regional office ? 

Mr. Barnes. In a regional office all of the records for the region 
are maintained, and the times, and even the collateral is kept there. 
The branch office is more of a service office, and while in most branch 
offices we try to offer all of our services, some are merely post of duty 
stations, in which there will be just a financial speci: alist. 

It has been our plan to delegate to an office the authority to act on 
loans that the office is able to carry out, that they have enough per- 
sonnel to properly look into. We have given this delegation to sev- 
eral of the offices, and we don’t intend to give it uniformly to each 
branch office, because there are not the same number of people and 
in some places the branch manager is not a financial man. 

But I feel that we can, partic ‘ularly in the case = territories, provide 
the service without making it a regional office, by giving these dele- 
gations of authority, and I feel that there are certain offices in the 
States where the same thing can be done, and those delegations have 
been issued. 

In some cases they have not yet been reissued to the local offices, but 
that will be done in the months ahead. 

Mr. Murer. I am sure the Members of Congress are not concerned 
with whether or not you can call an office a regional or branch 
office. I think we are concerned in making sure that the people in the 
area will be served by that office. I think you will agree with us that 
in places as distant as Puerto Rico, Alaska, and Hawaii, that these 
people have got to have service locally. If they are going to wait 
until the ap yplic ations oo correspondence go bac k and forth between 
the local applicant and a regional office, and then possibly on to 
Washington, you are just ai going to accomplish your purpose so far 
as lending is concerned, and you might as well close up the offices in 
those places. 

I think you will agree that a man ought to be able to go to your 
agency as he does to a bank and within a few days be told, “You do 
qualify” or “You don’t qualify.” I think you agree with that, don’t 
you? 

Mr. Barnes. Yes, sir, I do. 

Mr. Mutter. Don’t you think that you ought to have somebody in 
these 3 places—the 2 Territories and the Commonwealth of Puerto 
Rico—who can do that job right on the ground there, at least, to a 
limited extent? I can understand that until a man has proven him- 
self, you don’t want to give him the right to make a loan for $250,000, 
But shouldn’t you at least test these men and give them the right to 
make loans up to $20,000 or $25,000 ? 

Mr. Barnes. Yes, sir, and as I say, we have given the delegations 
to each of those offices. 

Mr. Mvucrer. As of what date was that ? 

Mr. Barnes. I beg your pardon, we have given the one to Hawaii. 
which was done in April. I don’t know whether it was done before 
you left or after. I know it has been in process for several weeks. 
The delegation to Alaska is aw: aiting the recruiting of a financial 
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specialist. We have been having some difficulty finding a financial 
specialist that would go up there. And the delegation for Puerto 
Rico is in process right now. 

Mr. Mourer. And in the Territory of Hawaii you have a very 
serious procurement problem. You really need a top procurement 
man there. I think there is more buying done there by the United 
States Armed Forces of so-called housekeeping items than in any 
other one place in the world. I think it runs into millions of dollars. 
I think the Navy alone buys $8 million a year, and most of that can 
be furnished to them by small- business men. 

While we were there the Navy announced that they were going 
to chs ange their policy of buying, and buy on the mainland, instead 
of there in the Territory. They were going to have the Navy ship, 
from the mainland, at Navy expense, so that a man who was on the 
islands would be put in an unfair competitive position, because he has 
to store his stuff, cart it to the islands, warehouse it there, and then 
bid, while the other fellow on the mainland was going to be able to 
bid and have the Navy pick it up on the mainland and ship it. 

These businessmen had nowhere to turn. A man who is on his toes 
in your office there would have moved in on that problem right away 
and have at least tried to help them. You have those problems there 
all the time in connection with procurement. ‘The Air Force has 
them, the Army has them, and the Navy has them. 

I think you have got a similar situation, though not to the same 
extent, in Puerto Rico. I don’t know what it is in Alaska. 

Mr. Barnes. Mr. Multer, we have rescheduled the number of em- 
ployees that will be attached to those offices. We were able to do that 
only since the first of the year, when we had an allowance made for 
administrative expenses, and we are in the process of more fully 
stafling those offices right now, sir. 

Mr. Muvrer. That is encouraging because certainly those people 
need some guidance and help, and you are doing that in various other 
places in the country and I am sure you want to do it there, too. 

Now, , would like to return for a moment to the question of the 
lending authority of your agency, that is the authorization. 

Did J ae and you correctly that in the language as you have 
suggested for a change in the law, you still will be required to go be- 
fore the Appropriations Committee ¢ 

Mr. Barnes. Yes, sir. 

Mr. Muvrer. And justify the amount you want before you can draw 
any money ¢ 

Mr. Barnes. Yes, sir. 

Mr. Mctrer. If that is so, why should we change the language at 
all? Why shouldn’t we keep it exactly as it is? Congress would 
first authorize the amount and then you would go in before the Appro- 
priations Committee and get your appropriation. 

Mr. Barnes. Under the wording as proposed, it does give more 
flexibility in this way. You are not required to be as exact in your 
estimates, which are made to the Bureau of the Budget and to the 
Appropriations Committee, as you are when you are requesting an 
appropriation. There is usually more allowance for a change in the 
volume of the program and this wording that is suggested is that 
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used in the case of several other lending agencies, and lending cor- 
por ations. 

Mr. Mourer. Which lending agency operates by getting the right 
to draw on the Treasury, and then goes to the Appropriations Com- 
mittee to justify the amount they desire to draw ? 

Mr. Barnes. Let me withdraw that answer, if I may, and say this 
language was worked out with the Bureau of the Budget as being 
a satisfactory method of handling this problem, and would remove 
the problem we have met several times, of running out of funds 
the revolving fund during the middle of the year. 

Mr. Mvtrer. I think you would solve your problem by having a 
large enough authorization in the first instance, in the bill that comes 
out of this committee, and then going in and getting your appropria- 
tion, and if perchance we authorize $700 million, and $500 million is 
appropriated and you run out of money while the Congress is out 
of session, with the authorization on the books, I think you could then 
borrow money from another agency. 

Mr. Barnes. The Bureau of the Budget has told us “No.” 

Mr. Murer. We did precisely that during the last disaster, when 
you ran out of money. There was a transfer = funds from other 
agencies, and when the Congress came back it gave you the money 
with which to operate and pay back what you eseeet. 

Mr. Barnes. I believe what we did, Mr. Multer, was to approve 
some disaster loans under the business loan authority, and then, when 
Congress returned, raised the authority of the disaster loans, and con- 
verted those business loans to disaster loans. But we had the cash 
with which to make the loans. 

Mr. Mutrer. By using the business loan funds? 

Mr. Barnes. Yes, sir. 

Mr. Mcurer. You are not by your language seeking to accomplish 
the same thing that is done in the Commodity Credit Cor poration, are 
you! The Banking and Currency Committee brings out a bill which 
is passed, and that is the amount which they have the right to use, and 
they just draw on the Treasury for it. They don’t go before the Ap- 
propriations Committee. 

Mr. Barnes. No, sir, we are still required to go before the Appro- 
priations Committee each year, under this language. 

Mr. Mutter. Then I can’t see any difference in effect between your 
language and the language in the present bills, which conforms with 
the existing statutes. 

Mr. Barnes. One other principal change would be that it would 
remove the necessity for having that 15-percent reserve feature, which 
gives a double accounting situation, and it would more clearly reflect 
all the time the actual amounts outstanding. We would not have to 
set up the reserve in the case of the deferred loans. They would be 
shown on a 100-percent basis all the time, but we would only borrow 
the money for them as needed. 

Mr. Muvrer. After your appropriation is made by the Congress, 
you don’t have any funds in your name in banks, do you? 

Mr. Barnes. No, sir. 

Mr. Moutrer. In the name of your agency / 

Mr. Barnes. No, sir. 
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Mr. Moutrer. Under existing law, you first get your authorization 
and then your appropriation, but you still don’t get any money until 
you draw from the Treasury 4 

Mr. Barnes. That is right. 

Mr. Murrer. And it is a Treasury check that is issued ? 

Mr. Barnes. That is right. 

Mr. Mutrer. There are no funds banked in the name of your 
agency ¢ 

Mr. Barnes. The only funds that are ever in the name of our agency 
are cash collateral, which is subsequently transferred to the Treasury. 

Mr. Mourer. That is just a temporary procedure ? 

Mr. Barnes. Yes, sir. 

Mr. Mutter. Going down to page 3, referring to the Policy Board, 
I think you have given us your views on why the Loan Policy Board 
should be continued as against the Policy Board called for by the 
new bill. 

You said a little earlier that you don’t like the idea that was sug- 
gested here today that there be 2 Government officials and 1 represent- 
ative of the small business community on that board, instead of as 
set. up here, 2 representatives of small business and yourself? 

Mr. Barnes. No, sir; and I also said that I didn’t like the idea of 
the board dealing with policy matters other than loans, because the 
procurement matters are so complicated and technical that it is not 
always—well it is sometimes advisable to be able to act quickly on 
those policy matters, and on those policy matters, with the exception 
of the problem we have had about the definition, we haven’t had any 
difficulty in policy matters. 

Mr. Mutter. Why anticipate there will be any such difficulties in 
the future, if you have two other men sitting with you 

Mr. Barnes. Well, the Administrator would alw: ays be obligated 
to submit any change of administrative programs to the Policy Board. 

Mr. Mcuurer. Policywise only. Mind you, this is not intended to 
control management or appointment of personnel. We are talking 
about adminstrative programs, but not about internal management or 
personnel problems. If we understand the language as excluding per- 
sonnel problems, would there still be objection by you to such a board ? 

Mr. Barnes. Mr. Multer, what has been done in the past, when I 
have had administrative programs, we have a national board of con- 
sultants and I have submitted the plans to that group and have 
usually received very much practical advice. This would, of course, 

call for a different system, and I have just found the present system 
to work ve 7 well. 

Mr. Mutter. Is it not a fact that in all your Policy Board meetings, 
there is not a single instance where there has been any dissent among 
the members of the board? Every action that has been taken by the 
Policy Board since you have been Administrator, has been by unani- 
mons action ? 

Mr. Barnes. Yes, sir. 

Mr. Meurer. And IT think the minutes show that each motion in 
connection with policy was presented by you as Administrator and 
coneurred in by the other two representatives on the Polic v Board. 

Mr. Barnes. Yes, sir. Sometimes matters have been considered at 
several meetings until they were fully explored, and there might not 





206 SMALL BUSINESS ACT 


have been unanimity at first, but it has generally been possible to 
finally reach unanimous action. 

Mr. Murer. | think the next item appears on page 9, and that 
deals with the interest rate. 

Have you construed or interpre ted, or has the Polic y Board inter- 
preted the present language of the statute to mean that in participating 
loans SBA must charge 6 percent on its share of the loan, no matter 
what the bank is charging / 

Mr. Barnes. That we may not charge more than 6 percent. 

Mr. Murer. Where the bank has charged 5 percent, have you taken 
the position, or has the board taken the position, that your part of the 
loan must bear 6 percent interest / 

Mr. Barnes. No, sir; we charge the same as the bank. 

Mr. Muurer. I raise the question because in two of your regional 
offices, Los Angeles and Seattle, your regional directors informed me 
to the contrary, that you must charge 6 pe rcent, or that they have 
been charging 6 percent for the SBA share by direction of the Wash 
ington office or participating loans, even though the bank is charging 
only » percent. 

Mr. Barnes. I can’t explain why they said that, and if there was any 
loan in which that appeared, it would be picked up by post audit and 
would be corrected. 

Mr. Moutrer. I will say that after having written them for the 
lists of loans, I am now advised that wherever the bank charged 
percent, you charged 5 percent, that is, SBA charged 5 percent ? 

Mr. Barnes. Yes, sir. 

Mr. Mutrer. They persisted, however, that they were required to 
charge 6 percent. If there is any difference in interpretation, I think 
this is the time to get it straightened out in the statute. Surely we 
don’t want you charging more than the local bank is charging. 

Mr. Barnes. I will issue a memorandum to them and clarify that 
point. 

Mr. Mcutrer. There has been some difference of opinion between us 
about prevailing rates of interest. 

Mr. Barnes. Yes, sir, and may I say that that is a part 

Mr. Mutter. You have suggested taking out the language that the 
rate shall be the prevailing rate of interest if lower than the rate fixed 
by the statute. 

In other words, the statute presently says not more than 6 percent. 
It also requires you to charge a lesser rate if the prevailing rate is 
less; am I right? 

Mr. Barnes. Yes, sir. 

Mr. Mutter. You want to take out the statute the provision requir 
ing you to charge the prevailing rate of interest if it is lower than 6 
percent ¢ 

Mr. Barnes. Yes, sir. In other words, the system which I believe 
would work best for this type of business lending program would be 
to have, on the direct loans, which is now about 30 percent of the 
loans we make, to charge a flat rate across the country, of 6 percent, 
which is in general, a reasonable rate, acceptable in all sections of the 
country. 

On the deferred or participation loans, I would recommend a mini 
mum rate of 5 percent, and Jet the SBA charge between 5 and 6 per 
cent, depending on what the bank charged, but I would authorize a 
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split rate, so that if it 1S an area where the banks are receiving 614 
percent, or 634 percent, 7 percent, SBA could not charge more than 
6 percent, but "the bank would charge what they normally charge in 
their area. 

I think that would come more nearly to the situation that it would 
automatically fix the rate on participation loans at the rate that the 
banks normally charge «din the area. 

The rate of interest is a matter that is usually an intimate matter 
between a bank and a borrower, and when we are participating with 
them, if we insert ourselves into the transaction and say to the bank, 
“You have to charge a certain amount,” it seems to me natural that 
the bank would be less willing to work with the Government agency, 
and in this program, it is my belief that Congress intended for us 
to encourage the banks to make as many loans as possible to small 
business, and to plan our program so that it would produce that re- 
sult. That is why I have recommended this type of an interest plan, 
which T think would most nearly ace omplish it. 

Mr. Munrer. Mr. Barnes, aside from your argument that this being 
the United States Government all through the land, and therefore 
every citizen is entitled to get taxpayer’s money at the same rate, the 
fact remains there are different previ ailing rates of interest through- 
out the country en business loans. You have Mr. Maxwell, who came 
in here this morning, who told us that there is no usury law in Maine, 
and no limit on what you can charge, in Maine, yet his bank makes 
loans at 5 percent, and in Seattle, Wash., there is an 8-percent maxi- 
num rate on business loans, and discount companies are allowed to 
charge as eer as 2 percent a month on their loans, yet banks make 
business loans at 5 percent. 

As a matter of fact, you have some participating loans where the 
bankers make them for 5 percent. The same thing is true in Cali- 
fornia. That is a very high interest rate area. But there are bank 
loans being made there at 5 percent. This being Government ae 
that the Government borrows, even at the high rate today of : 
percent, why should we charge the man who wants this money or ne‘ & 
this money, and who is entitled to get it and qualifies for it, why 
should we charge him more than 5 pe reent, if otherwise in that area 
he can get 5-pereent money, if he qualifies 

Mr. Barnes. The most logical answer ee I can give, Mr. Multer, 
is that if the interest rate on this type of loan is a little higher than 
he may be able to obtain by searching, that he will tend to try to 
get bank loans. 

Mr. Murer. You are overlooking the fact that the law requires 
that in every instance you must insist that the man be turned down 
first by local banks before you can lend him any money ? 

Mr. Barnes. That is right. 

Mr. Muurer. Ile must establish that it is not available at reason- 
able rates elsewhere. If it is available even at 6 percent, you are 
not going to make him a 5-percent loan / 

Mr. Barnes. That is right. 

Mr. Murer. So there is no reason why you shouldn’t charge 5 
percents He has been turned down by his bank at 6 percent, or in the 
8-percent area, at 8 percent. There is no reason why, if he is other- 
wise qualified, you shouldn’t lend it to him at 4 percent. You are 
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not taking any money or business from that bank. ‘They have turned 
him down. They don’t want the loan. Or is my logic wrong? 

Mr. Barnes. No, that is correct. 

Mr. Murer. Let’s go on to the next change. At the bottom of 
page 9, there is a proviso for consultation between the Adminis- 
trator and representatives of small business. You approve of that 
ch: ange, do vou not! ¢ 

Mr. Barnes. Yes, sir, we have no objection to the change at the 
bottom of page 9. 

Mr. Muvrer. As a matter of fact, there was some question raised 
that without this in the law someone might question your authority 
to consult with representatives of small business, and Sure ly it is the 
intent that you be permitted to get as much advice as you can get, both 
get and give? 

Mr. Barnes. Yes, sir. 

Mr. Mutter. Passing to the bottom of page 10, we have already dis- 
cussed and you have given us your reasons as to why you think ‘there 
should be no change in the matter of making the loans, as to whether 
there be collateral security or merely reasonable assurance of repay- 
ment ¢ 

Mr. Barnes. Yes, sir. 

Mr. Mutter. We will pass that and go to page 11. I think that is 
merely a technical correction. 

Mr. Barnes. Technical change: yes, sir. 

Mr. Murer. On page 13, subdivision C, it now reads: “Defense ot 
civilian production” instead of “defense production.” That liberal 
izes and broadens your authority and you agree with that change, do 
you not ? 

Mr. Barnes. Yes, sir. 

Mr. Mutter. On page 15 we have the provision as to the advisory 
boards. I think vou have already explained the reasons why you 
prefer to have the right to have big business sit in with you on these 
advisory committees / 

Mr. Barnes. Yes, sir. 

Mr. Mutter. The next change on that same page, we have taken out 
the requirement that there be a Presidential directive to you to make 
studies. 

Mr. Barnes. Yes, sir: but no Presidential directive to make studies 
is required under the present act. 

Mr. Mutter. So that you can make the studies on your own initia 


tive? 
Mr. Barnes. That is all right, s 
Mr. Mutter. On page 19, on. a change in section 113. You have 


indicated that by regulation vou have made the same or - similar re 
quirement / 

Mr. Barnes. Yes, sir. 

Mr. Mutter. Is there any objection to the provision being put into 
the statute ? 

Mr. Barnes. No, sir. 

Mr. Mutter. As a matter of fact, if it is in the statute it strengthens 
your hand, and then the other agencies ean t back down on their agree 
ment ¢ 

Mr. Barnes. Yes, sit 





tel 


to 
me 


tal 
but 
ter 
spe 
Co 


tio 
nes 
she 


pol 
ane 


dol 
COU 
It \ 


son 
of 

tha 
Vol 
pas 





SMALL BUSINESS ACT 209 


Mr. Murer. | am not implying that they will, but you never can 
tell when there might be a personality clash and they might want to 
change the procedure. This will make it certain. 

Now, on the bottom of page 20, you refer to the change there, which 
is subdivision B of section 115, and you said that is r ather ambiguous 
and that you thought we ought to be specific as to what functions we 
want to transfer from Commerce to your Department ¢ 

Mr. Barnes. I meant to go further than that. We have had an 
agreement between Commerce and SBA as to these functions and 
activities, and have been living under it for 2 or 3 years, and it has 
been working very well. There is a possibility of overlapping, for 
instance, in certain of the publications, and things like that, but we 
have worked cooperatively on that and I don’t believe there is any 
trouble. We have, in each area, clearly delineated what we do and 
what the Department of Commerce does, and I don’t think of any 
function they have that needs at present to be transferred, and I 
would be fearful that this language would, I know, cause them a great 
deal of concern, because many of their services are available both to 
small business and large business, and small business gets very many 
advantages from them, and I don’t think it was the intention of the 
comniittee to transfer that type of thing to SBA. Therefore, I asked 
that you at least hear testimony from the Department of Commerce 
to hear their suggestion as to how that could be clarified, if you believe 
it Is necessary. 

From my point of view, it is not necessary at all. 

Mr. Muurer. So far as you know, section 115 (a) is being adhered 
to and there is no duplication by your agency of any work the Depart- 
ment of Commerce does ? 

Mr. Barnes. That is right, sir; yes, sir. 

Mr. Murer. The committee certainly doesn’t intend to have yor 
take over the census-taking activities of the Department of Commerce. 
but other than their census-taking activities and publication of mat- 
ters that may be of interest to business generally, or to small business 
specifically, is there any other function that the Department of 
Commerce is performing which belongs in your De »partment / 

Mr. Barnes. I don’t believe there is, sir. Their Foreign Trade Sec- 
tion is peculiarly one that Commerce should carry on, and Small Busi- 
ness gets many advantages from it, but there is nothing in that that 
should be transferred. 

Likewise, their technical offices are ones that collect technical re- 
ports and papers on research. They are available to all size industry, 
and that is as it should be. So I don’t believe that this is needed. 
I think that all has been transferred that should be. 

Mr. Muuter. If they are not duplicating anything that you are 
doing and you are not duplicating anything they are doing. ‘then of 
course, subdivision B of section 115 will be ineffective, but if they are, 
it will accomplish a transfer, and I think it should. 

The committee put this in because we were somewhat disturbed by 
something that was said to us by a representative of the Department 
of Commerce, that they were still performing some of the functions 
that you perform, and should perform, which are directly put under 
your authority by the act. Among other things, acording to many 
past con gression: al directories, they had a man assigned : as Director of 
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the Office of Small Business. What do they need an Office of Small 
Business today for, with the SBA doing the job? 
Mr. Barnes. Well, a number of agencies have such an officer, and 


he is usually just a liaison type officer and handles coordination of 


small business programs within that particular department. 

In this particular case they have, I think, 1 man or 2 men in that 
particular office, and they —well, rather than deal with their func- 
tions, I understand that Commerce itself is going to testify before 
you tomorrow. I think they should answer that question, as to what 
his functions are. 

Mr. Mutrer. You made no mention of the Budget Bureau in your 
statement. Has your statement been cleared with the Budget Bureau 4 

Mr. Barnes. Yes, sir, my basic statement has been cleared, and the 
Budget Bureau has no objetcion to the comments I made on H. R. 
7474, with the exception of the fact that they understood that it had 
been prepared rather hurriedly, and that it might be subject to cor 
rection in case there were any lapses on the part of the person deliv 
ering it. 

Mr. Mutrer. What are you referring to as being prepared hur- 
riedly ? 

Mr. Barnes. The comments I gave the other day on it. 

Mr. Murer. Oh, yes, we all understand that you had compara- 
tively little time in which to do it, between the time you got it and 
the time you had to come up here. As I said to you priv ately, 1 will 
repeat: for the record, particularly having in mind the little time you 
had, it was an excellent analysis of the bill, and you were very fair 
in your comments about it. 

Thank you, Mr. Chairman. 

Mr. Brown. Mr. Barnes, we want to congratulate you on your 
splendid statement. We appreciate your views. You may be excused. 

Mr. Barnes. Thank you, sir. 

Mr. Brown. The committee will adjourn to meet tomorrow morn 
ing at 10 o’clock. 

(Whereupon, at 4:30 p. m., the committee adjourned to Friday, 
May 17, 1957, at 10 a. m.) ' 
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FRIDAY, MAY 17, 1957 


Housk or REPRESENTATIVES, 
COMMITTEE ON BANKING AND CURRENCY, 
Washington, DC. 

The committee met at 10 a. m., Hon. Brent Spence, chairman, pre- 
siding. 

Present: Chairman Spence, Messrs. Brown, Patman, Multer, Reuss, 
Breedin 2; Talle, Kilburn, Betts, Mumma, and Bass. 

The Cuairnman. The committee will be in order. 

Mr. Mueller, the Assistant Secretary for Domestic Affairs, Depart- 
ment of Commerce, is the witness this morning. 

Mr. Mueller, if you have a prepared statement, you may read it 
without interruption and subject yourself to interrogation after you 
are finished. 


Mr. Muuuer. Thank you, sir. 


STATEMENT OF HON. FREDERICK H. MUELLER, ASSISTANT SECRE- 
TARY FOR DOMESTIC AFFAIRS, DEPARTMENT OF COMMERCE 


Mr. Mveciuer. Mr. Chairman and gentlemen of the committee, at 
the outset I wish to ‘ch you how deeply we ap prec iate the oppor- 
tunity to appear before this committee to discuss with you the legis- 
lation you are now considering dealing with the problems of small 
business and how the Federal Government can best assist in the solu- 
tion of these problems, 

As you know, the basic charter of the Department of Commerce is 
to foster, promote, and develop both the foreign and the domestic 
commerce of the United States. Our mission concerns itself with 
business of every kind and character—big, medium sized, and small, 
and certainly in the discharge of this historic responsibility we are 
keenly interested in giving every posible assistance to any segment of 
the commercial community of this country which may have a prob 
lem. 

As you further know, for some time the executive branch has been 
engaged in the study of the problems of the small-business men and 
has reached some conclusions concerning steps which we feel should 
be taken to assist him in the solution of his problems. The develop- 
ment of this program requires legislation to extend the Small Busi- 
ness Act and to empower the Small Business Administration to do 
certain things. 





a examining the legislation before you, we find that the provisions 


1 H.R. 6645 by Mr. Hi ll of Colorado f: aithfully implement the ideas 
which the executive branch has developed on this subject, and is con- 
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sistent with the program of the President. Therefore, we appear 
before you this morning to ask your serious consideration of Congress- 
man Hill’s bill and to convey to you our deep feeling that the interests 
of the small-business man would be best served by ‘the prompt enact- 
ment of H. R. 6645. Secretary Weeks has written a letter to you, Mr. 
Chairman, in support of this measure. 

We should also point out we have made a very careful examination 
of H. R. 7474, by an important member of your committee, Congress- 
man Multer. This measure also contains many of the provisions which 
we believe would be helpful to the small-business man. But we do want 
to point out that it contains some provisions which give us very serious 
concern. For this reason, we feel we must oppose certain provisions of 
this piece of legislation. 

In particular, Congressman Multer’s bill has two provisions which, 
upon detailed examination, we believe would in the long run prove to 
be disadvantageous to the small-business man—the very person that 
all of us are trying to help. If I may, I would like to discuss these 
provisions with you gentlemen briefly in order to make clear the basis 
for our concern. I shall take these matters up in what we believe to 
be their order of importance. 

First. section 103 (d) of Mr. Multer’s bi I (H. R. 7474), in effect, 
abolishes the Loan Policy Board as it functions pursuant to the legis 
lation under which the Small Business Administration currently con 
ducts its affairs. 

The current Loan Policy Board is compos ed of the Administrator of 
the Small Business Administration, the Secretary of the Treasury, and 
the Secretary of Commerce. As you know from the abundance of 
testimony heretofore adduced concerning the functions of the Loan 
Policy Board as presently constituted, it functions on the broadest 
possib le policy basis. 

It does not pass upon the individual loans to the small business 
people but establishes loan policy from time to time as national condi- 
tions dictate within which the lending function is conducted. The 
function which the Loan Policy Board presently performs for the 
Small Business Administration is closely analogous, if not identical, 
to the role such boards play in lending institutions generally. 

Here, the 2y have histori 1c ally demonstrated their e ‘lective ness 


throughout the country. For such a board to be effective in providing 


such broad policy guidance, it is necess: ry for it to be comprehensively 
informed of the financial conditions of areas served and to be similarly 
aware of industrial conditions and slananutal opportunities in these 
areas. 

It is for these reasons that membership on the Board of the Secre- 
tary of the sry and the Secretary of Commerce is valuable in 
helping small business in solving their particular problems. They 
bring to bear their intimate day-to-day knowledge of the money 


markets of the country, including such matters of availability of 


money, interest rates, and many other factors which must be con- 
sidered from time to time in the establishment of sound loan policy. 

Likewise, the Secretary of Commerce contributes from his current 
detailed knowledge of industrial conditions and commercial opportu- 
nities provided to him by the commercial fact-gathering agencies in 
the Department of Commerce which report to him daily 
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_ Experience has proved the wisdom of this present type of organiza- 
tion of the Loan Policy Board. The Administrator of the Small 
Business Administration has spoken often of the important role which 
the representatives of the two departments with major responsibilities 
in the closely related fields of finance and industry play in assisting in 
development and decision on policy in the lending field. 

The legislative history of the existing law, particularly comments 
on the floor at the time of passage, makes clear that subject to very 
broad standards, lending policies so developed provide for proper 
use of the taxpayers’ money by the lending agency. 

This board performs an important responsibility which should be 
performed by Government officials, and which we do not believe could 
be carried out if the council table for making loan policy is deprived 
of the unique information which can only be brought to bear on the 
problem by the Secretary of the Treasury and the Secretary of Com- 
merce. 

Congressman Hill’s bill, H. R. 6645, preserves this important Loan 
Policy Board function. 

In this connection, we should point out that adequate safeguards for 
the receipt of the views of the small-business community are provided 
by present statutes (sec. 212 (1)) and by H.R. 6645, Mr. Hill's bill, and 
by H. R. 7474, Mr. Multer’s bill, all of which authorize the establish- 
ment of small-business advisory boards to the Administrator. By 
use of these boards, the Administrator is always in a position to know 
the views of small-business men and small bankers with respect to all 
phases of the small business problem. 

Section 103 (d) of TT. R. 7474 causes us concern not only because it 
does not provide for a Loan Policy Board of the nature of which we 
have been discussing, but also because it would, in our opinion, in- 
troduce additional real and difficult problems. This bill would provide 
for a Policy Board of three members—the Administrator, a represent- 
ative of a small business and a representative of small banking. 

The small-business man and the small banker would be part-time 
Government employees actively engaged in their respective businesses. 
This Board would be responsible for establishing and modifying, as 
conditions indicate, the general policy unde which the Administrator 
of the Small Business Administration would be required to operate. 

This seems to us to be embarking on the questionable practice of 
placing important governing powers in the hands of non-Government 
people. The problems arising in the conflicts-of-interest field with 
people who perform part-time Government services, while engaged in 
private enterprise, has been the subject of frequent congressional dis- 
cussion and does not need elaboration here. 

Experience has shown that even with advisory committees, composed 
of private citizens, the best interests of the Government require that 
these groups be strictly limited to giving advice, never performing op- 
erations or establishing policy. The advice must be directed to full- 
time, salaried Government officials who then must have the power, 
without limitation, for either accepting or rejecting this advice as in 
their opinion the best interests of the country require. 

Second. section 115 (b). which reads as follows: 

All small business functions not heretofore transferred to the Small Business 
Administration by the Department of Commerce are hereby transferred upon 
the effective date of this Act. 
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If this provision is interpreted to provide for transfer of functions 
which are directly and immediately related only to small business, 
these functions were transferred originally to Small Defense Plants 
Administration and thence, upon its creation, to the SBA. We under- 
stand that the Administrator has also testified to this effect earlier this 
week. There is, therefore. nothing relating exclusively to small busi 
ness left to be transferred. 

The provision is also subject to the interpretation that any function 
which has as indirect or peripheral effect on small business should 
be transferred. The results of such an interpretation are subject to 
such obvious and valid objections that it is clear the framers of the 
provision did not desire or intend such a result. 

The Bureau of Census with its inquiries of all businesses and dis 
semination of data of value to all businesses: the Coast and Geodetic 
Survey with the small business uses of its charts and inland bench 
marks: the Patent Office and its relations with small inventors, and 
descriptions of commercial devices now in the public domain or avail 
able for licensing: the business and defense services administration 
attuned to needs of all businesses and retlectine those needs and the 
public viewpoint in preparing plans for industry mobilization in the 
event of an emergency and fo. prioriti sin use of si arce ommodities 
in such an event. preparation of studies of materials used in in lustry, 
and of studies of legislative proposals affecting businesses as a step in 
the formulation of the departmental view in such matters: our Office of 
Business Economics which continually studies and reports on all as 
pects of our economic climate: our Weather Bureau with its enormous 
impact on numberless businesses: the Bureau of Foreign Commerce 
assisting as it does all businesses in the effort to obtain new markets 
mostly for small business: our field offices with their more than 70,000 
inquiries each month principally from the area of small and medium 
sized businesses: and even the transportation bureaus and the very 
Office of the Secretary with its responsibility for leadership in the 
fostering, promoting, and developing of all businesses, large and small, 
would all be included in such a class under such an interpretation. 

It is clear, therefore, that the proy Isilon would result in no trans 
fers under the first interpretation and that results of the second inter 
pretation were not desired or intended. We urge against inclusion of 
any such provision, therefore, in the proposed legislation. 

In conclusion. therefore. the Dep irtment of Ce himerce recommends 


your favorable action on Mr. Hill’s bill, H. R. 6645, as now written. 
and for reasons set forth above. urees that the provisions of H. R. 
7474 which we have discussed, be not included in any legislation. 


° 
2 <> 


I hope I have been able to convey to vou the considerable are; 
common agreement we have with vou in our joint efforts to be of 
assistance to the small-business man in helping him to solve his prob 
lems. 

That concludes my statement. 

The Cuamman. Are any specific applications for loans submitted 
to the Policy Board ? 

Mr. Mvetter. No, they are not, sir. 


The CyHamman. Your functions are entirely to make general rules. 


veneral policies? 


Mr. Mvetter. That is right, sir. 
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The CuarrmMan. In those rules, how far do you restrict the judgment 
of the Administrator? How far can he go in carrying out his indi- 
vidual judgment as to the applications 4 

Mr. Mueuier. He has entire power, sir, within the limitations of 
the stated policies which are, of course, subject to change from time 
to time, as the economy changes in one form or another. 

We do not, in any way, curb his right to make the loans in accord- 
ance with the legislation, except, as L say, as there may be certain re- 
strictions on the types of industry or commerce that we do not feel 
are in the public interest. 

The Cramman. And that is the full extent of the powers you have 
exercised ? 

Mr. Mureniier. That is right, s 

The Cuairman. You would have the power either to make the ad- 
ministration policy exceedingly liberal, or make it very restrictive, if 
you desired to exercise that judement. 

Isn't that true ¢ 

Mr. Mveuirr. I would think that within the intent of the act, as 
we would interpret it, it could be either very liberal, or very conserva- 
tive. 

But 
should 


bear in mind at all times, sir, that we believe that the loans that 
we made, or that will be made, will be made with a—shall we 
say—a reasonable chance of their being repaid, in accordance with 
the tern is of e ach individual loan. 

The Ciramman. Has the policy board, by its policies adopted, made 
he law less liberal than written ? 

Mr. Mveniuer. I donot think so, sir—I do not think so. 

The Cuamman. You think you have carried out the intent of the 
Congress to the letter of the law ? 

Mr. Murntier. It is my opinion that we have. 

The Ciaran. Thank you, Mr. Mueller, that is all for me. 

We will proceed under the 5-minute rule. Mr. Kilburn. 

Mr. Kintsurn. I am not clear about this policy provision in the 
bills—Mr. Multer’s bill, and also I think a couple of other members 
have introduced bills with that provision—Mr. Multer may correct me 
if Tam wrong, to put the small-business man and the small banker on. 

I do not quite understand what that accomplishes as against the 
present board. Do you not, in your policy committee meetings, try to 
fit in these hundreds of millions of dollars’ worth of loans into the 
general picture of the Treasury and the loaning of other Government 
agencies, and so forth ? 

Mr. Mvetier. Why, yes: we do, sir, Let me elaborate somewhat, 
while I should not try to read Mr. Multer’s mind—I think he can speak 
for himself. 

Mr. Kinpurn. It is not just Mr. Multer. Some Republicans have 
joined in it. 

Mr. Mvuurer. Every Republican member of the committee has 
joined in sponsoring H. R. (474. 

Mr. Kirsurn. I just don’t understand that. I would like to get 
your opinion why you think there should be a change, if there should 
be, or what objections you have to a change, from the present setup. 

Mr. Mvueuuer. I think from my testimony I have just read, I rather 
carefully 

Mr. Kinnurn. I skipped through that. Go ahead. 


] 
I 
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Mr. Mvetirr. Today, as it is presently constituted, the Secretary 
of the Treasury and the Secret: uy of Commerce collaborate with the 
Administrator of the Small Business Administration as the Loan 
Policy Board. We feel the Secretary of the Treasury and the Secre- 
tary of Commerce have peculiar qualifications to bring out the points 
of view with respect to both money conditions and industrial and 
commercial considerations, as viewed by the administration, to bear 
on any loan policies that may be dete rmined. 

The Small Business Administrator has now the ight and does 
exercise such a right to have advisory boards, both regional and na- 
tional, on which he depends for advice and consult: ation with respect 
not only to loans, but all other phases of the activities of the Small 
Business Administration. 

He brings such advice and counsel and judgment to the Loan Policy 
Board, so that in effect, we have the same opportunity on that Board 
to get the results of what small business is thinking, and possibly in 
a much broader way, in that way, than we would by having a Loan 
Policy Board made up of the Smal] Business Administrator, a smal] 
business man, and a small banker. 

Mr. Kitrurn. Would you object to that Board being expanded to 
5—the present Board is 3. 

Mr. Mvetier. The present Board is3 

Mr. Kirsurn. To expand that to include 1 small-business man and 
1 small banker 

Mr. Mvetuer. | would, let us say, otthand, I would have no objec 
tion to it personally. 


I vino have to examine its impact with relation, again, to the 
testimony that I have given, which is with 1 ned to men who are 


only part- oe Government employees and who do not have the ulti+ 
mate responsibility that we have, as full-time Government employees. 

We have to formulate policy, and I rather look somewhat with dis 
favor on having people who do not have ultimate respousibility, creat- 
ing policy. 

Mr. Kirsurn. That is all, Mr. Chairman. 

The Cuatrrman. Mr. Brown. 

Mr. Brown. Mr. Secretary, are you in favor of making this agency 
permanent ? 

Mr. Mvuetier. Yes, sir. 

Mr. Brown. What is your reason for that ? 

Mr. Mvueiier. Well, because we feel that it is an agency, to begin 
with, representing a segment of our economy that is in the public 

eye constantly, and possibly by having it as a separate agency, it re- 
ceives the attention that it is felt, in some hands, it would not receive 
if it were a part of another department. 

I might say that I personally feel—and I want to go on record here, 
although I have stated we are in favor of giving this permanent 
status—that there should be only one Government department of busi 
ness—because I do not recognize, personally, any distinction between 
what is good in the economy for business is not just as good for small 
business as it is for big business, or medium-size business. 

Mr. Brown. Do you remen ‘ro how many me n were on the Policy 
Board of RFC, during the lifetime of the agency 

Mr. Mvetter. I do not, sir: but I could 4 1M ask one of my asso- 
ciates here, who might remember, if I may. 
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Mr. Brown. Surely. 

Mr. Mvewier. We do not have it, sir. I will get that information 
for you, if you would lke. 

(The data requested above is as follows :) 

The Policy Board of the Reconstruction Finance Corporation consisted of five 
members, all ex officio: (1) the Administrator of REC, who was Chairman; 
(2) the Deputy Administrator, who was Vice Chairman; (3) the Secretary of 
the Treasury: (4) the Secretary of Commerce; and (5) one other member desig 
nated by the President from among the officers of the United States who are re- 
quired to be appointed by and with the advice and consent of the United States 
Senate. 

Mr. Brown. Of course, the operation of RFC was somewhat sim- 
ilar to this, exce pt it necommodated more people. 

Mr. Mvenier. That is right. 

Mr. Brown. It was a larger institution. 

The CuatrmMan. Mr. Mumma. 

Mr. Mumma. I would like to address myself to Mr. Multer, and | 
would like him to answer in 1 minute of my 5. 

Has there been much dissatisfaction of this committee, as now 
set up! 

Mr. Merrer. Do you mean the satisfaction with the Loan Policy 
Board ¢ 

Mr. Mumma. With the Secretary of the Treasury and the Secretary 
of Commerce. 

Mr. Murrer. Yes. As a matter of fact, the Small Business Com- 
mittee unanimously recommended in the last session of Congress that 
the Loan Policy Board be eliminated from participation in the activi 
ties of the Administration. They should have nothing to do with it. 
The Board is made up of the Secretary of the Treasury, the Secretary 
of Commerce, and the Administrator. 

The Small ntiepins Committee on the House side felt unanimously, 

s long as 2 years ago, that was not the w: ay to make policy for this 
agency. Tun he ‘rstand the Senate side feels the same way about it now. 

Mr. Mumma. I do not know anything about what goes on in that 
Small Business Committee. But it struck me this morning as I was 
reading—TI noticed the problems that the Secretary of the Treasury is 
going through now in financing our long- and short-term indebted- 
ness, the rate of interest and such. And, of course, he would not be on 
the new board. 

Mr. Murer. No. 

Mr. Mumma. But what he is going through certainly might be of 
service to the country and the Ac Iministration, in their work, 

Mr. Muvrer. Inan advisory capacity; yes. 

Mr. Mumma. To the small-business man this is big business. The 
Small Business Administration in itself is big business. You are deal 
ing with millions of dollars. 

Mr. Mutrer. It is a big operation for the benefit of small business. 

Mr. Mumma. I don't know—I certainly would not want to take 
that job myself. T used to be a small-business man and I don’t have, 
I think, the qualifications for it. The Secretary of the Treasury 
does have. 

Thank you, Mr. Multer. I got some good information from you. 
But J donot agree. 
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Mr. Brown. Will you yield to me? 

Mr. Mumma. Yes. 

Mr. Brown. Would you suggest that Mr. Kilburn would make a 
good one— 

Mr. Mumma. I would not be set against it without going further. 
I don’t think it is a bad idea. 

I would like to ask Mr. Mueller, Does the Loan Policy Board estab- 
lish the definition of a small business ? 

Mr. Muetter. No; that is the function of the Administrator, who 
has established criteria. 

Mr. Mumma. Heestablishes the criteria ? 

Mr. Muetirr. He establishes the criteria. That is not our function. 
Mr. Mumma. I just have a case with a trucking company. They 
say that anybody that does up to a million dollars worth of business 
a year is small business, but the fellow who does 2 to 5 million dollars 

is big business, and above that. 

Mr. Mcecier. Well, of course 

Mr. Mumma. I just wanted to know if I would have to go to you 
to sell you on the idea the operator with $3 million gross is not ‘big 
business. 

Mr. Mvetrer. Well, don’t put me on the spot. T think that 
probably one of the oreatest problems we have, to determine What Is 
small business and medium-sized business and what is big business, 
and I cannot help repeat, the pro! a ‘ms that confront all business are 
mainly the same. There are areas in small business in which they 
do not have the opportunity, aka competitively or in the area of 
growth and equity capital accumulation, that they should a In 
my opinion, again. 

Mr. Mumma. We have acase here yesterday testified to by Mr. Betts, 
that there was ty dapetlatctaas in Ohio, making tires. They have 1,400 
employees, and they were classed as big business. 

I happen to have had a lot of experience buying truck and auto 
mobile tires and I never heard of the company. And they certainly 
are not big business in the tire field I mean big business in the tire 
business. 

Would not that be your opinion, if you had never even heard of the 
tire, and you were in a business where you buy a lot of them ? 

Mr. MUELLER. Well, yes. In its connotation, with reference to 
other components in the same industry, you are absolutely correct, sit 

Mr. Momma. Thank you. 

Mr. Kirrsurn. Will you yield to me? 

Mr. Mumma. Yes. 


Mr. Kirecrn. Isn’t it a good definition of small business: when 


the Congress is for them, it is small business. When they get big 


enough so the Congress is against them, then they are big business ? 


The CrratrrmMan. Mr. Patman. 


Mr. Patman. Mr. Mueller, how many time a year does this Policy 


Board meet ? 
Mr. Mvecier. We have recular meetings once a month. 
Mr. Parman. Who attends for the Secretary of the Treasury ? 
Mr. Mvetirr. Mr. Assistant Secretary Laurence Robbins. 
Mr. Parman. Has Mr. Humphrey ever attended a meeting ? 
Mr. Mvuetter. Not since I have been on the Board, sir. 
Mr. Parman. Isthere anybody here who could tell me? 
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Mr. Muurer. I believe the answer is “No.” 

Mr. Parman. He has not attended one. 

Mr. Muvrer. Has Secretary Weeks ever attended one ? 

Mr. Mvueiier. Again, not since I have been on the Board. I can- 
not speak with assurance whether he has ever done so, but I assume 
at the start he did. 

Mr. Murer. You mentioned the conflict of interest and expressed 
some concern about it. Is there any statute now that ex cempts any of 
the people who are connected with the Department of Commerce, in 


any capacity, including an advisory capacity, from the conflict-of- 
interest statutes ? 


Mr. Mveier. I cannot say for sure. 

Mr. Muurer. Somebody ought to be able to answer that. That is 
important. 

Mr. Mve.uer. May Lask my attorneys? 

Mr. Muurer. Yes. Somebody ought to be able to answer that. 

Mr. Mvevuer. Under the Defense Production Act there are exemp- 
tions, Iam informed. 

Mr. Patman. Does that include your business and defense services 
advisory committee / 

Mr. Muetirr. Yes. 

Mr. Parman. That is what some people refer to as the blue ribbon 
group of 1007 

Mr. Mueuser. No. 

Mr. Parman. What is that group / 

Mr. Mveiier. That is the Business Advisory Council which was 
organized under Secretary Roper, under the administration— 

Mr. Parman. IL know. You always add that. 

Mr. Muetier. Okay. I want to get this other in the record, too, sir. 

Mr. Parman. It was organized under Secretary Roper. We have to 
break down and confess it. It is the group that meets how many times 
a year—four times / 

Mr. Muetrer. Once a year at White Sulphur Springs, once a year 
at Sea Island, Ga., and usually once a month in Washington, D.C, 

Mr. Parman. And the Government is not out anything on them, is 
it ? 

Mr. Muriier. Pardon? 

Mr. Parman. The Government does not pay out any money on them 4 

Mr. Mueuier. Not 1 cent. 

Mr. Parman. Not 1 cent. 

Mr. Mvuetier. But they have also, I might interpose—— 

Mr. Parman. They just advise the Government, I take it? 

Mr. Mvetirr. Purely without any specific statutory authority or any 
cost to the Government. It is a gratuitous service on the part of the 
men who are members of that committee. It is not a committee ap- 
pointed by the Secretary. 

It is an advisory council of businesses of all kinds. 

Mr. Parman. What kind of contacts do they have? Are they con 
ferred with by the Secretary at these mee tings ¢ 

Mr. Mver La x. They are. They usually take up specific problems 
assigned to them by the Secretary. 


Mr. Parmayn. And the Secret: ry gives consideration to their views ‘ 
Mr. Mvceuuer. Yes. 
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Mr. Parman. And is under no obligation ? 
Mr. Muetuer. Yes. . 
Mr. Parman. They have secret meetings, don’t t ‘yf 

Mr. Muetier I would not call them secret serie ae 

Mr. Parman. They are not open, are they ¢ | 

Mr. Muetier. They are not open to the press ; no. 

Mr. Parman. Are the »y subject to the conflict-of-interest status ? 

Mr. Muewiter. Fr: ankly, they have no status at all in the Government. 

Mr. Parman. Do they have any exe mptions of any kind¢ Some- | 
body ought to be able to tell me that. The answer is either “Yes” | 

or “No.” 

Mr. Mveiier. The answer is“ No.” They have nostatus. They are 
not Government employees. 

Mr. Parman. Of course, you say they have no status, and I have to 
take your word for it. But, of course, ‘the 2V have some influence / 

Mr. Mvetier. Mr. Patman, may I say this’ I have had the oppor 
tunity of being at practically all of their meetings—including the one 
at White Sulphur, sir—and I have yet to find where I have noted one 
iota of selfish or self-centered opinions. 

I think that these men are dedicated, when they are in these meet 
ings, to what in their opinion, is the best interest of this country. 

Mr. Parman. Of small business as well as big business / 

Mr. Mvuetier. Absolutely. 

Mr. Parman. Have you ever known of a case where there was a 
conflict of interest between small business and big business where they 
ever took the side of small business / 

Mr. Muster. | don't know of any case where there was any con 
flict. I might call your attention to a recent issue of Time magazine, 
where I believe General Motors and General Electric have advertised 
how many of their suppliers are in the ranks of small business. It 
runs up to 30.000 or 40.000, 

Mr. Parman. Of course, that can be good and it can be bad. It can 
be good in sole respects, and if they care captives, it Can he bad. And | 
whenever General Motors decides to get rid of a fellow, they can get 
plenty of money for expansion and the small-business man cannot. So 
it is a good thing as long as, in their contractual relationships, they 
get along fine, but whenever there is a difference of opinion, General 
Motors will win and the small fellow will lose. 

Mr. Chairman, may I ask you a question’ The Federal Reserve 
Board has not made a report for the year 1956. [ have been inquiring 
for a month now and every time I request that information, they say 
it is at the printers. It seems to me every year they get a little slower 
and slower in making the report for the previous year. I would like 
the clerk of the committee to make the request for that report. 

The Cuarrmman. That will be done. 

Mr. Parman. Has this come up, Mr. Chairman’ Can loans be made 
for irrigation purposes to farmers / 

The Cuarman. You can ask the witness that, when you get back. 

Mr. Mutrer. May I answer’ 

The CHarrMAN. Yes. 

Mr. Parman. Thank you, since I have to go. 

Mr. Mutrer. I think Mr. Barnes indicated yesterday that anything 
involving farming, in the first instance is referred to the Farmers 
Home Administration, which has authority to make loans for farmers. 
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If for any reason they turn it down, Mr. Barnes says his agency will 
review the matter to see if they can help them. Particularly in the 
case of a part-time farmer, the Farmers Home Administration will 
not take the application, but the Small Business Administration will. 

Mr. Parman. All farmers are part time. 

The CrairmMan. Mr. Bass. 

Mr. Bass. In your prepared statement you expressed disagreement 
with H. R. 7474 in two respects. 

There are several other differences between the 2 bills, and I wonder 
whether you or the Department of Commerce has any opinion or 
preference in relation to these other differences between the 2 bills? 

Mr. Muretier. We have expressed the two most important, in our 
opinion, differences. And we have also indicated that we believe that 
Mr. Hill’s bill is one which we can favor 100 percent, so that 

Mr. Bass. In other words, you mildly disagree with H. R. 7474, 
in regard to these other factors ? 

Mr. Muetier. That is correct. With respect to other differences 
we would defer to the views of the Administrator of the program. 

Mr. Bass. That is all. 

The Crarrman. Mr. Mueller, I would like to ask one question. In 
your policy, you remove sometimes certain categories of industry from 
those who can receive loans 

Mr. Mvuretier. We have, sir. 

The Cuarrman. How often do you do that? 

Mr. Mueiier. They are const: intly under review, because there are 
certain industries and certain ventures that we believe should not be 
supported by Government tax money. 

For instance, while gambling is legal in the State of Nevada, we do 
not believe it would be in the public interest for the Government to 
loan money toa gambling establishment. 

The Crairman. Is if “always based on moral considerations ? 

Mr. Muretier. Not entirely, but I say, that particular phase of it 
is and in the public interest. 

The Crrarrman. When you do take them off of the category of those 
who can receive loans, the Administrator has no power to receive 
applications for a loan from those industries. 

Thank you. Mr. Multer. 

Mr. Muvrer. Mr. Mueller, | don’t think you intended to be unfair, 
referring throughout your testimony to the bill, H. R. 6645, as Mr. 
Hill’s bill. He introduced that bill on April 4, at the request of the 
administration so the administration bill would be before the Con- 
gress, and Mr. Hill has cosponsored and introduced H, R. 7474 as his 
own bill. 

The fact of the matter is H. R. 6645 was prepared before submis- 
sion to Mr. Hill, by the administrator, after consulting with Treasury 
and Commerce: is that correct 

Mr. Murenier. That is correct. 

Mr. Mctrer. So H. R. 6645 is the administration bill, rather than 
Mr. Hill's bill. 

Mr. Mvetier. I did not in any way intend to be unfair. And in any 
intimation of that character, we were really referring to a bill by 
name, rather than by number. 

We appreciate Mr. Hill’s introduction of an administration bill. 
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Mr. Mutrer. I think it would be better to refer to it by number, 


in view of the fact Mr. Hill has introduced H. R. 7474, under another 
number. I think it is H. R. 7475. 

Now you talked about the objection of your Department to these 
men who would be part-time employees of the Government, if H. R. 
7474 were enacted. You would then have two part-time employees on 
the Policy Board. You note the distinction in the Policy Board called 
for by H. R. 7474 is that it would be a policy board covering all mat- 
ters of policy. You noted that / 

Mr. Mueuurr. Yes. 

Mr. Mourer. In other words, this Policy Board will be called upon 
to decide what the definition will be for procurement purposes, whereas 
the Loan Policy Board deals solely with the questions of lending 
policy. 

Mr. Mveurer. That is correct. 

Mr. Muurer. Was your statement cleared with the Budget Bureau ¢ 

Mr. Mueuter. No. 

As a matter of fact, my statement was just completed late last night. 
I had been working all day yesterday on it. 

Mr. Mutrer. | assume you will submit it and advise the commit- 
tee whether the Budget ste au approves / 

Mr. Muewier. We have been advised by phone there is no objection. 

Mr. Mutter. Then we can take it that the Budget Bureau and the 
administration—and I talk about the overall administration, the execu- 
tive department— approves of your statement op posing part -time em- 
ployees participating in the m: aking of permanent policy for an execu- 
tive agency / 

Mr. Mueuier. That statement is correct and I state I do not believe 
that men who have private interests outside of the Government and are 
not full-time employees should be people in charge of making a policy. 

Mr. Mutter. I am in complete agreement up to a point and I will 
indicate the difference to you in a moment. 

Who, in the Department of Commerce, is the superior to the Ad- 
ministrator of the Business and Defense Service Administration of the 
Department of Commerce / 

Mr. Move tier. Tam. 

Mr. Mutter. Why don’t you invoke that same rule in that agency 
with regard to your Department / 

Mr. Muetirr. We do. 

Mr. Murer. Well, you have 25 different divisions in the Industry 
Division, and of the 25 divisions—the 25 separate divisions within the 
Division of Business and Defense Services Administration of the De- 
partment of Commerce, 16 are WOC’s, men working without com- 
pensation who are directors of the divisions. 

Mr. Mvetier. That is right. 

Mr. Muurer. And three are WOC’s, deputy directors. How can 
you reconcile the two statements / 

Mr. Mvetirer. They donot make policy. Policy is either formulated 
by the Administrator or by me or by Mr. Weeks. 

Mr. Muurer. The Director has nothing to do with the making of 
policy ¢ 

Mr. Mvetier. Nothing. 

Mr. Mutter. Not even advising what the policy should be / 

Mr. Muetier. Oh, yes, advising—there is a difference. 
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Mr. Mutrer. And implementing the policy 4 

Mr. Mvetier. Implementing the policy sent down by the Adminis- 
trator or by me. 

Mr. Muurer. And the implementation of the policy laid down by 
the policymaker in no instance destroys the policy, or changes the 
policy ¢ 

Mr. Mveiier. Would you read the question 

( The question We as read. ) 

Mr. Muretier. That is right. 

Mr. Muvrer. You know of no instance where that has been done ? 

Mr. Mvetier. I know of no instance where a WOC—— 

Mr. Muurer. I will agree 

Mr. Mveiier. Has exercised any discretionary power from a policy 
standpoint. 

Mr. Murer. I will agree with you, no administrator or director 
of a division should change policy in his implementation of a policy, 
but I think you will agree with me any Loan Policy Board setup by any 
congre sional statute, should follow the congressional intent in making 
the policy 1 in the first instance / 

Mr. Mueuuer. That is right. 

Mr. Muvrer. Has the Loan Policy Board of the Small Business 
Administration done that ? 

Mr. Mvetier. As far as my knowledge goes, we have endeavored 
to carry out the letter and intent of the Congress. 

Mr. Muurrr. Does not the statute say in so many words the interest 
rate charged by the Small Business Administration shall be the pre- 
vailing rate in the area, but not more than 6 percent ¢ 

Mr. Mueuirr. It does. 

Mr. Muvrer. Has the Loan Policy Board implemented that state- 
ment of Congress ? 

Mr. Mvueuuer. It has, by putting a ceiling of 6 percent, or rather 
by setting a 6-percent rate. 

Loans, Mr. Multer, are very difficult in this area to determine, as to 
what would be the prevailing rate, either nationwide or in areas, be- 
cause lo: ans are not mi: ide like you buy groceries. 

The Cuarrman. Mr. Multer, your time is up. 

Mr. Mvutrer. I will resume later. My 5 minutes is up. I think the 
witness was in the middle of an answer, Mr. Chairman. 

The CuarrmMan. Mr. Reuss. 

Mr. Reuss. Mr. Reporter, would you be good enough to read back 
to me the question asked by Mr, Brown of Georgia awhile ago, of 
Secretary Mueller—and the question had to do with whether the wit- 
ness favored a permanent Small Business Administration. If it is 
not mere’ available, let me ask it this way. 

I recall, Secretary Mueller, that your answer was “Yes,” and then 
if I am not mistaken, you went on to give your personal views, which, 
as I heard it, was that in your personal view there should be just one 
department of the Government for all business and that what was 
good for bie business was good for medium-sized and little business. 
Is that about it ? 

Mr. Mvuetier. That is about it. 

Mr. Revss. So when you say you favor a permanent Small Business 
Administration, you are giving the views of the President and the 
Secretary of Commerce, and you personally would not favor a per- 
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manent Small Business Administration, because you think that the 
Department of Commerce, which is concerned with business in 
eral, can do an adequate job. 

I would like your personal views spelled out a little. 

Mr. Mvetter. All right. I will spell my personal views out even a 
little more in detail, sir. 

Administratively, and for the sake of efficiency and economy, there 
1s no question in my mind but what the Small Business Administration 
could operate much better in the Department of Commerce. 


gen- 
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and economy that are bearing on the subject today. and that was the 


administration, because there are other factors ot 


sense of my answer to Mr. Brown: namely, that there are political 
factors. here are philosophical factors, if you want, that are pre- 
vailing in the country today, that possibly insist that there be a sepa 
rate administration. 

Mr. Ret SS. Will you name for us the pol tical and then the 
losophical factors which you think require a separate administrat 

First, political ? 

Mr. Mvetter. I would say that it has become more or less of a 
public issue and that there is for some unknown reason, a feeling that 
there is a difference between small business and large business. That 
there is an inherent difference between the two. 

With that, I disagree, but I say that in the public mind, because of 
the constant, shall we say—I don’t like to use the word “harping” 
but the constant talk about the problems of small business, has created 
in the public mind a feeling that there is some inherent difference 

All bie business started small. ‘hey all vrow to their present size, 
and I hope to God we Can continue to create an atmosphere where they 
can grow from small to bie. That has been the American dream, 
that has been the American heritage..and for some reason or other we 
have created in the mind of the public a feeling that there is a distinct 
difference between small business and big business and again, I repeat, 
there is not. 

Now that is the political olmmick which probably requires that we 
have an administration that is giving all its attention to the problems, 
so called, of so-called small business. 

Now. I will admit there are some. I could go on and give you a 
lecture here if the committee would waht me to. but ] ‘an talk about 
this. because I am or was a small-business man. I have been 40 
years 

Mr. Ret SS. I can concur in your reasons that though from the stand 
point of economy and efficiency there should be ho sé p irate Sm il] Bus! 
ness Administration, you would agree because of political considera 
tions there perhaps has to be, and then by those poli ical consideratio} 
you mean the harping and agitation for reasons that you don’t kné 
of in favor of small business by the public, politic ins, and so on, 

Mr. Mvetire. That is the philosophy, [ think, behind the wh 
thing. 

Mr. Revss. No further questions, Mr. 

The CHatrMan. Mr. Breeding. 

Mr. BreepIna. No questions, Mr. Chairman. 

The Cuatrman. Mr. Betts? 
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Mr. Berrs. [ have no questions. 

The CHairMan. That concludes the 5-minute rule 

Mr. Murer. If no one else has any questions, I would like to take 
the witness. 

The Cuainman. Mr. Multer. 

Mr. Muvrer. Mr. Mueller, had you completed the answer to my last 
question when my time ran out under the 5-minute rule? Is there 
anythn ¢ you want to add to tha t 

Mr. Mcvenuer. Well, I remember that you had asked the question, 
and I can’t quite recall what it was. Do you remember / 

Mr. Mover. ar us pursue the matter a little bit further, then. 

Would you have any objection to the Policy Board being set up 
within the Small Business Administration, which consisted of the Ad- 
ministrator and two full-time Government employees who would 
devote their time to this Administration, the Small Business Admin- 
istration, and no other department ¢ 

Mr. Mvetier. I don’t think so—yes, I would have an objection for 
this reason: That an advisory board is supposed to bring points of 
view— 

Mr. Mutrer. I am not talking about an advisory board. I am 
talking about a Policy Board that would make the policy. 

Mr. Muriier. All right. Let us say, then, that a Policy Board 
should represent views of all of the affected parts of the economy, and 
I do not be lieve that full-time emp loyees of the Small Business Ad- 
ministration would be in a position to have the breadth of information 
that they should brins otosuc ‘ha Police rf Board. 

Mr. Mvtrer. So you think only a representative of the Department 
of Commerce and only a representative of the Department of the 
Treasury can make the police v for this agency ¢ 

Mr. Muriier. Well, I think they are peculiarly qualified. I don’t 
think they are the only ones. Cert: ainly I would not hold a brief to say 
I was the only one who could represent them, but I would say either 
the Department of Commerce and the Treasury, and if there was one 
from the Federal Reserve Board, I would not object to that. 

Mr. Mutter. What I would like to know in this. What could the 
possible objection be to setting up a board full-time in the Small Busi- 
ness Administration, and having that Board make all policy for the 
Small Business Administration, that Board to consist of the Admin- 
istrator, and a Mr. Mueller, a man like you, and a Mr. Robbins—a man 
like Mr. Robbins, without their continuing to be affiliated with your 
two departments. What is wrong about that? 

Mr. Mvenuer. Let me say, I would think those two men that you 
refer to as full-time employees of the Small Business Administration 
certainly could not be occupied entirely with doing just that particular 
ob. 

Mr. Murrrr. You mean your only objection is they would be sitting 
on their hands part of the time and would not have a full-time job in 
the Small Business Administration ? 

Mr. Morrirr. No, I just repeat that some other agency outside of 
the Administration, itself, gets a different viewpoint, and can bring 
the information to that Loan Policy Board of a different angle. 
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Now, if you are entirely within the same Administration, well, Mr. 
Multer, in practically all of the Administration we have inter agency. 
committees. 

There is the Committee for Foreign Economic Polic y. Sure—the 
State Department can make all the polic: y for the foreign policy, but 
on economics, what do they do? They call in the De ‘partment of Com- 
merce. They call in the Department of Defense. They call in the 
Treasury, and Agriculture. Why? Because they want to be aware 
of all those v lewpoints in making foreign policy. 

Mr. Murer. That is precisely the point. But still when it comes 
to making the policy, it 1s the Secret: iry of State who makes it, after 
seeking advice from these departments. These departments cannot 
impose their views on the Secretary. All they can do is give him their 
facts and their opinions. Isn't that so? 

Mr. Mveier. Yes. 

Mr. Muvrer. But in this agency you have an entirely different prin 
ciple. Here you allow the Secretary of the Treasury and Secretary 
Weeks to dominate the Board, if not in fact, in theory. They have 
two votes against that of the Administrator re presenting smi all busi 
ness as to what his policy shall be. And the fact of the matter is there 
has been unanimity of opinion, as evidenced by your Board meetings. 
There has never been a negative vote cast on any matter of policy, is 
that not right / 

Mr. Mvewirr. That is right. When we finally came to a vote there 
never has been. jut I don’t say there has not been differences of 
opinion. 

Mr. Mcurer. Do you think since 1953 there has been no difference 
of opinion on what the policy should be of the Small Business Admin 
istration, sufficient to warrant 1 of these 3 men to vote in the negative 
on matters of policy ‘ 

Mr. Mvewtuer. So far as I know, there have been none 

Mr. Mi LTER. The act says the rate shal] he charged up to 6 percent, 
in accordance with the ] revi vling rate in the area. But according to 
the loan policy set by ‘he Loan Policy Board, unanimously, that law 
has been completely ignored and the policy, as set by the Board of 
the Small Business Administration has been that the interest rate shall 
be 6 percent. 

Mr. Mt ELLER. As ] pointed out. ] believe and this was the question 
you asked when we were cut off 

Mr. Meurer. That is right. 

Mr. Mt ELLER. You know. interest rates for loans. and Lam sure you 
understand this as well as I do, depend on a vreatl many factors. 
There is no prevailing rate in the bank except for prime comme! 
eial- 

Mr. Meurer. I know, but there is a prevailing rate in an area. 

Mr. Mvewuer. No. 

Mr. Mecrer. Every banker in the country who says so does not 
know his business, then / 

Mr. Mveturr. I say there isa prime rate. 

Mr. Mt LTER. There is a prevailing rate. There Is a prine rate 
which concerns the particular kind of loan. That is what you mean 
by prime rate / 

Mr. Mvuerirr. Yes. 

Mr. Mcvrer. It concernsa particular kind of loan / 
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Mr. Mveuer. That is right. 

Mr. Muvrer. And that rate will vary. The rate on a prime loan in 
New York may be 3 percent and on the west coast it may be 4 percent, 
isn’t that so? 

Mr. Mveiier. That is right. 

Mr. Murer. So you have different rates in different areas? 

Mr. Mvewier. You have different prime rates. 

Mr. Muvrer. If you read the financial page of last Sunday’s Herald 
Tribune, you will find a discourse on prevailing rates indicating how 
it is different from one part of the country to another and that is the 
term used in the banking industry. In Washington the legal rate is 
as high as 8 percent, but they are making 5 percent loans there—in the 
State of Washington. 

You have got a prevailing rate in New England, in California, and 
through the South. 

What is so difficult about trying to implement—trying to implement 
the statutory requirement on the prevailing rate / 

Mr. Mvueuier. Most of the loans that are made are loans that either 
could not or cannot, in one way or another, be made by private banking 
institutions. 

Mr. Muvrer. I don’t think that is what vou meant—cannot be 
made” 

Mr. Mveiier. Cannot be made / 

Mr. Muvrer. Cannot be made. 

Mr. Mvetier. Would not be made. 

Mr. Murer. Are turned down / 

Mr. Mvetver. Yes, are turned down. I should not say “cannot.” I 
take that back. 

To service a loan of this character with a long term, which most of 
them are, requires a lot more paperwork, a lot more servicing than 
ordinary loans take, and, therefore, if a bank could take a loan or make 
a loan of this character, they have to charge a considerable greater rate 
of interest than the prime commercial prevailing rate. 

Mr. Murer. We are getting into an entirely different field. The 
loan must be serviced once the rate is fixed, whether it is 3 percent or 
10 percent. The — of the rate has nothing to do with the 
servicing. The banker making it may take into account his cost of 
administration. 

Mr. Muruier. That is right. 

Mr. Muvrer. But if it costs him one-half of 1 percent to administer 

loan, It costs him that this year or the next year or the year after, 
having in mind th: at there may be increases in salaries, and having in 
mind he considers that when he fixes his interest rate over a long period 
of time. 

_ we are not talking about that. We are talking about what they 

e doing with small business loans in each particular area. The very 
f ct which shows you are wrong in saying 6 percent should be the rate 
throughout the country, is the fact the Small Business Administration 
has been getting banks to take participating shares of loans with the 
banks charging only 5 percent and let you say it should be 6 percent. 
The banks fixed the rate on their share of the loans at 5 percent but 


your Board said SB.A’s share should be 6 percent. We had to write 


into the law that disaster loans shall be made at 3 percent interest. 
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Mr. Muetier. Do you think, sir—though maybe I should not ask 
you the question—— 

Mr. Mouvrer. You may. 

Mr. Mveuirr. Do you think one area of the country should be 
favored over another area / 

Mr. Mouurter. I don’t think one area should be favored over another 
area, but at the same time, I don’t think one area should be penalized 
over another area, and if there is a prevailing rate of 5 percent in 1 
area, that is what you should charge, and no more. This is Govern- 
ment money being borrowed at a maximum cost to the Government 
up to date of 354 percent. This is taxpayers’ money we are lending 
to taxpayers. The Government is not supposed to be in this business 
for profit. We want SBA to help these people and if we step in 
to help the man, we do not want to make a profit on it. That 1s my 
opinion and I believe it is the opinion of the Small Business Com- 
mittee. 

Mr. Muetter. I agree on that in general theory, but I think you 
must agree that the cost of administration in the Small Business 
Administration has been considerably more in making these loans than 
the difference between 35¢ and 6 percent. 

Mr. Mutrer. You are right only, if when you make your computa 
tion, you ignore the fact there is probab ly five times as many people 
coming in and getting help and getting financing advice from the 
Small Business Administration, than actually get a small-business 
loan. If you just take the total cost and divide it by the number of 
loans made, vou are absolutely right. 

Mr. Mvetirr. Looking at it as a banking institution, you naturally 
have to charge the cost of these people who come in seeking loans. 

Mr. Mctrer. Yes, but there is an intangible gain to the country. 

Mr. Mvetrirer. Mr. Multer, I do think we have exercised discretion, 
with the intent we have felt the Federal Government should not dis 
criminate. 

Mr. Mutrer. I say to you in all sincerity and with the utmost re 
spect for you and the other members of the Loan Policy Board, you 
had no right to change the policy without coming to Congress first 
and saying, “This prevailing rate written into the statute is wrong 
for the following reasons. Please take it out.” But as long as it is 
in the statute you should have lived by it and not taken it out. Your 
police) vy is bad and has no right to change or to ignore the law. 

I would like to go to section 115 (b) which transfers all functions 
from your agency to the Small Business Administration. I am in 
complete agreement with you, and I am sure every member who intro- 
duced the bill is in agreement with you, that it was not intended to 
impinge upon any function of the Department of Commerce in getting 
reports, 1n census t aking and in various matters referred to in your 
statement, nor did any of us intend that those functions be tr ansferred 
to the Small Business Administration. We were told after we wrote 
into the statute a provision that the Small Business ee 
shall not duplicate the work of any other agencies, that as a result 
of that, there was no longer any duplication in the Sasaneiaeal of 
Commerce of what the Small Business Administration was charged 
with doing. 

In 1955, Subcommittee No. 2 of the House Small Business Commit- 
tee was told by the Department’s representative, Mr. Teetor—— 
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Mr. Mvuretirer. Mr. Who? 

Mr. Mutter. Teetor—T-e-e-t-o-r. His testimony appears at page 
71 of that printed record and I quote: 

We have had a department which was called the Office of Small Business, 
which has gone out of existence. 

And the next time the question came before the committee, we direct- 
ed the Department’s attention to the fact that the C ongressional Direc- 
ory still listed an Office of Small Business in the Department of Com- 
merce, with a man in charge of it, and we were told that the directory 
had not caught up with the fact that the office had been closed and 
was no longer operating and that the next directory would correct it. 

I now have in front of me the March 1957, directory, and we still 
have listed, under the Department of Commerce, on page 496, Director, 
Office of Small Business, James L. Kelly, who is the same e gentleman 
who is listed as assistant to the Administrator of the Business and 
Defense Services Administration. 

Is the Office of Small Business still operating or is it not? 

Mr. Muetuier. It is not operating, sir. I am sorry it has gotten 
to that point. 

Let me say this. We do have Mr. Kelly as a very minor part of 
his duties act as coordinator or liaison between the Department of 
Commerce and the Small Business Administration, to do the very 
thing that you want, namely, to see that there is no duplication. 

We also have numerous communications that come to the Depart- 
ment of Commerce from small-business men, and they are routed to 
him so he in turn can route them to the proper person in the Small 
Business Administration, 

That is a very minor part of his duties. As you have indicated, 
he is an Assistant Director of BDSA and that is his function. 

Mr. Muurer. With that assurance, and with the assurance from 
us we do not intend to do the things we clearly indicate we don’t, I 
don’t see what objection there can be to the language of the new bill, 
saying that anything you may be doing for small business should be 
transferred to the Small Business Administration. 

Mr. Mvurtuer. Well, all we can say, Mr. Multer, there being no 
reason for it, there is an area of possible confusion. 

I will be very glad to bring an organization chart of BDSA, which 
would show there is no such office. 

Mr. Murer. It might be helpful if you would submit that for the 
record. 

Mr. Muetrer. I will submit it. 

(The chart above referred to faces this page.) 

Mr. Murrer. And if it would make you feel any better, the members 
of the committee think—I cannot speak for them, I can only speak for 
myself—but I would not hesitate to offer an amendment to make clear 
we do not intend to do the things by this section 115 (b) which you 
and I have already indicated we do not intend. 

Mr. Muewier. Well, if the matter can be clarified in that way, sir, 
that might be one answer, but I cannot see any reason, with due respect 
to you, to inelude it at all. 

Mr. Mutter. I believe that if the committee had had the assurances 
that you have given to this committee here—I mean if the Small Busi- 
ness Committee had the assurances you are making here before the 
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Banking and Currency Committee, that section would not have been 
put in the proposed bill, but it was put in because there were intima- 
tions given to the committee that the Departme nt of Commerce was 
still performing some of the functions that the Small Business Admin 
istration should be performing. 

The CHamman. What section is that / 

Mr. Murrer. 115 (b). 

Mr. Muenter. I might just add, sir, even this spring we have been 
publishing what we call KE. and O. books which are used mainly by 
the Small Business Administration. I even cut out the publishing of 
those books and said that should be done by the Small Business Ad- 
ar re, rae that that was their function. 

Mr. Murrer. I was going to ask if there was complete cooperation 
hatwaen the two agencies in prep aring thos oie ana pamphlets 
before they were issued. 

Mr. Mvencuer. They always have been. And they were issued jointly 
for a while, because they have connotations for other than small busi- 
ness. 

Mr. Mutter. I believe it would be better if the small-business man 
who can be served by the Smal] Business Ac Iministration should not 
go running to the Department of Commerce and then be sent from 
there to the Small Business Administration. If he knew that was the 
place to which he had to vo in the first place, it would save everybody 
a lot of time and trouble. But the Small Business Administration is 
a new agency, the Department of Commerce did traditionally try to 
serve small business, and, «adi I suppose that is the first place 
they look. 

Thank you, Mr. Chairman. 

The Cuamrman. Are there any other questions, Dr. Talle ? 

TALE. Not at Phntion, 

The Cuatrmman. Mr. Mumma? 

Mr. Mumma. No,sir. 

The Cuatrman. Thank you. We are very glad to have your testi 
mony. 

Mr. Mvetxier. Thank you, sir. I app reciate very much the oppor- 
tunity of appearing before the committee and st ating the views of the 
Department of Commerce. 

The Cuamman. The committee will now adjourn to convene Tues- 
day at 10 o'clock. 

( Whereupon, at 11:30 a. m., the committee adjourned to reconvene 
at 10a.m., Tuesday, May 21, 1957.) 
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TUESDAY, MAY 21, 1957 


House or REPRESENTATIVES, 
COMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C 

The committee met at 10:30 a. m., Hon. Brent Spence (chairman) 
presiding. 

Present: Chairman Spence, Messrs. Brown, Patman, Multer, Vanik, 
Anderson, Breeding, Talle, Kilburn, McDonough, Betts, McVey, Bass, 
Seely-Brown, Henderson, and Chamberlain. 

The CHarrMan. The committee will come to order. 

We will continue the hearings on H. R. 3627 and H. R. 747 

Mr. Henderson will be our first witness. 

Mr. Henperson. Mr. Chairman, should I proceed from here or 
from the witness stand ? 

The CuHarrmMan. Please take the witness stand. 


STATEMENT OF HON. JOHN E. HENDERSON, MEMBER OF CONGRESS, 
REPRESENTING THE 15TH DISTRICT OF OHIO 


Mr. Henperson. Mr. Chairman, this morning I wish to speak on 
behalf of H. R. 3627, the bill which I have introduced to make the 
Small Business Administration a permanent agency of the Federal 
Government. 

Four years ago, this committee participated in an experiment when 
it recommended the creation of the Small Business Administration. 
To be sure, this was a carefully reasoned and calculated experiment. 
Nevertheless, for the first time, an independent agency of Government 
was created In peacetime to serve that segment of our economy upon 
which the free enterprise system is firmly based—our several million 
small-business firms. It was the first time such an agency was brought 
into being without the backdrop provided by the tempor ary urgency 
of military hostilities. 

The predecessors of the Small Business Administration were the 
creatures of World War II and the Korean action. Both the Smaller 
War Plants Corporation and the Small Defense Plants Administra- 
tion were emergency measures necessitated by the economic toll which 
two major economic mobilizations threatened in the small-business 
area, 

In the creation of the Small Business Administration, the Congress 
recognized the continuing need for a special ageney of Government 
nea ing the foreseeable future when our economy was to be dominated 
by high defense expenditures. We also recognized that there are some 
problems which are peculiar to our smaller enterprises and that it is a 
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proper responsibility of Government to assist in the solution of these 
problems. This recognition was not partisan, but supported by both 
of our great political parties. ; 

We now have before us the operating record of the past few years 
of the Small Business Administration. I believe it has been a good 
record. Measuring the service this agency has rendered within ~ 
scope of its authority granted by the legislation which created i 
feel confident that most of us here will agree that the Small i 
Administration has a record of achievement. 

The agency has operated economically. It has shown no tendency 
toward the empire building so common in the Federal structure. It 
has been sound in the administration of its programs. It has been 
enthusiastic in the assistance it has given. However, its nentroanpes t to 
serve has not resulted in questionable programs or administrative e 
cursions into areas which would bring it into disrepute. 

For these reasons, I believe we have seen a demonstration of 
administrative soundness of the concepts which unde ‘rhe the Sm; al 
Business Administration. Today, however, the agency’s legislation | 
has one significant deficiency. That is, of course, that while the agency | 
is conceived as a permanent one, it is not, in fact, permanent. Its life 
must be extended every 2 years. | 

There are practical and administrative difficulties which are obvious 
in this aspect of the existing legislation. The first of these is the ques- 
tion of its relations with other departments and agencies of Govern- 
ment. One of the most important phases of the SBA program ts the 
cooperative agreements the agency achieves with other agencies. As 
one example, I cite the “joint determination program” wherein the 
SBA works on a cooperative basis to stimulate the partic ipation of 
small business firms in the purchasing programs of the Federal Gov- 
ernment. It seems clear to me that while this program has achieved 
very good results, the permanence of the agency might have given if 
more “leverage in the development and daily administration of this 
program. Other such cooperative endeavors would be similarly 
strengthened if the agency were permanent in fact. 

In its program of loans, it is the intention that maximum ady at 
tage should be taken of financial assistance to small business in partici- 
pation with private banks. We all know that a great number of loans 
to small firms would not have been possible without such participation 
during the past 4 years. I believe that such cooperative endeavol 
would be stimulated and enc ouraged if private lenders were assured 
that the agency would be in existence throughout the term of spec ific 
loans under consideration. 

The third point I wish to make concerns the agenc y's personnel re 
cruitment problems. The SBA is a small agency in comparison with 
others in the Federal structure. Nevertheless, the fully effective per 
formance of its mission demands the recruitment and retention of 
skilled personnel. I refer to loan examiners, economists, and procure- 
ment specialists. Needed personnel with such skills are at a premium 
To attract them, a reasonable degree of job security is necessary. 

As Mr. Wendell Barnes, the Administrator of the agency, has testi- 
fied before this committee, this has been a notable and difficult 
problem. 

For these and other reasons, I believe the committee should care- 
fully consider the question of amending the existing legislation to 


m 


V1 


lo 


8" 


fy 
ql 
cle 


The 
te) 
to 
eft 
th 


of 


SMALL BUSINESS ACT 233 


make the Small Business Administration a permanent agency. ‘There 
are now before the committee various proposals which would provide 
further changes in the SBA legislation. Many of these proposals have 
great merit. All are worthy of careful study, It is perhaps natural 
that some of the suggested changes in the basic legislation may stimu- 
late controversy. 

Should the disagreement endanger or delay final action on all of the 
recommended changes now pending here, I urge that the committee 
give first consideration to the matter of the agency’s performance. By 
such action, we can provide the basic stability the agency requires for 
its future operations and from this point, we ean proceed to consider 
the other substantive changes which have been recommended. 

Thank you, Mr. Chairman, for the opportunity to make this state- 
ment. 

The CrrarrMan. One of our colleagues on the committee gave his 
views on this subject. 

Are there any questions ? 

Mr. Berrs. I think, Mr. Chairman, that Mr. Henderson made a very 
logical and excellent statement. 

The Cuarrman. Thank you, Mr. Henderson. 

Mr. Hill is our next witness. Apparently he is not here. 

Mr. Riehlman, of New York, is the next witness. 


STATEMENT OF HON. R. WALTER RIEHLMAN, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF NEW YORK 


Mr. Rreniuman. Mr. Chairman, I would like permission of the com- 
mittee to file a statement. I suggested in the first place reading it, but 
[ think it would be to some degree repetitious of the testimony which 
has been given before the committee in the past few days. I would 
like to subject myself to the committee’s questioning on the bill which 
has been presented by Mr. Multer representing Subcommittee No. 2 of 
the Small Business Committee. I would like to say this to the mem- 
bers of the full committee here today, that that bill was supported by 
12 members of our full committee. I feel it is a bill which has been 
given thorough study by our subcommittee, and one that has great 
merit. 

Now there are controversial changes, which differ in some degree 
from the administration bill, and for that reason, if there are some 
questions from the members of the full committee, 1 would be very 
delighted to try to answer them. 

The CuHarrMan. Without objection, your statement may be filed, Mr. 
RiehIman. 

(The statement of Hon. R. Walter Riehlman follows :) 


STATEMENT BY Hon. R. WALTER RIEHLMAN 


Mr. Chairman, it is a pleasure to appear before this committee and to com- 
ment on pending legislation for small business. I have a very personal in- 
terest in the problems confronting this most important segment of our economy. 
As a member of the Small Business Committee for 10 years, I have attempted 
to keep in close touch not only with the problems of small business but also with 
efforts on the part of the Congress and the Federal Government to strengthen 
the competitive position of small business in our economy. 

It has been my good fortune to serve as a member of Subcommittee No. 2 
of the Small Business Committee under the chairmanship of my distinguished 
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friend, Mr. Muiter of New York. As you may know, Subcommittee No. 2 has the 
responsibility of conducting studies und investigations with respect to the ac 
tivities and operations of the Small Business Administration and problems of 
small business concerned with Government procurement, financing, and disposal 
of surplus property. In the S4th and SSth Congresses, Subcommittee No. 2 
has carefully examined the operations of the Small Business Administration 
and has carefully gone into the relationship of this agency with other depart 
ments and agencies of the Government and, particularly, those agencies which 
deal extensively with Government procurement such as the Department of De 
fense and the General Services Administration. 

Throughout the years it has been found that small business has had a con 
tinuous battle to obtain a larger share of Federal Government contracts and to 
achieve equitable and expeditious treatment of problems arising from the admin 
istration of these contracts. Small firms have been unable to secure equity capital 
in the organized security markets, and while private financial institutions have 
apparentiy supplied most of their demand for short-term credit to fill working 
capital requirements, these same institutions are unable to advance credit of 
relatively long maturities. Frequently it is found that the type of long-term 
credit desired by small business could not be handled by commercial lending insti 
tutions. An unduly heavy tax burden has probably contributed more to financial 
weakness, to increased mergers among business concerns and to a small firm’s 
inability to expand than any other factor in our economy. These are only a few 
of the broad categories that have concerned the members of the Small Business 
Committee as well as the other Members of Congress. Subcommittee No. 2 in 
the discharge of its responsibilities in the 84th and 85th Congresses has introduced 
bills and issued reports to correct some of these inequities. In addition, many 
of us on the Small Business Committee have introduced measures designed to 
reduce the tax burden and to allow small business to grow and to expand through 
retained earnings. Many recommendations have been made to the procurement 
agencies, intended to improve the small firms’ opportunities to secure Govern 
ment contracts. 

The establishment of an independent small business agency to provide financial 
and other types of assistance has been a long step forward and in the right 
direction. Twelve members of our Small Business Committee have now intro 
duced identical bills to continue the Small Business Administration as a perma 
nent agency. The bill as introduced received the unanimous approval of ow 
subcommittee. Its membership, in addition to Mr. Multer as chairman, includes 
Mr. Yates, Mr. Steed, Mr. Seely-Brown, and myself. 

As I have mentioned, for the past 2144 years Subcommittee No. 2 of the House 
Small Business Committee has conducted a rather exhaustive analysis of the 
operations of the Small Business Administration. Our purpose has been two 
fold: first, to see if existing law was adequate to provide the kind of assistance 
Congress desired small firms to receive; and secondly, to see how effectively the 
programs established under Public Law 163, as amended (838d Cong., 1st sess.) 
authorized by the then distinguished chairman of the House Small Business Com 
mittee and presently the ranking minority member, Mr. Hill of Colorado—were 
working as administered by the Small Business Administration 

In the 84th Congress, our subcommittee found that while the Small Business 
Administration has made steady progress in every program, certain changes in 
the law were desirable to broaden the scope of its activities. We, therefore, made 
certain recommendations for consideration by your committee, some of which you 
adopted. Similarly, as a result of our recent hearings on the activities of the 
Small Business Administration, we again submit to you suggested changes which 
we believe will strengthen the act and the administration of the Small Business 
Administration programs. Other changes recommended in our bill we believe will 
he beneficial to small business and will aid in more accurately carrying out the 
intent of the Congress 

Our subcommittee has found that Small Business Administration personnel 
have been diligent and hardworking in their effort to provide assistance to small 
business. Each 6-month period since its establishment in July 1953, the Small 
3usiness Administration has shown an increase in the assistance rendered to 
small business. The Small Business Administration informs us that of the 
15.377 applications for business loans received through April 30, 1957, there have 
been 6,443 approvals for a total of $294,618,000. I do not distinguish between 
the total amount approved and the Small Business Administration share since 
I firmly believe that without Small Business Administration participation most 
of these loans probably would never have been made. We must, therefore, and 
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the law establishes this procedure, look at more than just the direct and im- 
mediate participation loans. In deferred participation loans where Small Busi- 
ness Administration money is only committed for a possible future withdrawal, 
there has been positive assistance rendered which would not otherwise be forth- 
coming. As I have stated many times during debate on Small Business Admin- 
istration legislation, the Congress does not intend that Small Business Adminis- 
tration activities supplant the normal lending functions of our private financial 
institutions. The Small Business Administration is designed to supplement these 
functions in those areas where the private institution cannot meet the demand of 
small firms. Despite the difficulties encountered by small business in securing 
adequate long-term credit, I think all of us would have to agree that our private 
banks have done a magnificant job in financing the growth of our economy. For 
example, it is reported that as of March 27, 1957, weekly reporting banks had 
some $31 billion in commercial and industrial loans outstanding. We would also 
all agree, however, that while the Small Business Administration lending will 
never reach such proportions, this program is vitally necessary to the welfare 
of thousands of small businesses which are so essential to our local communities 
and to our economy as a whole. 

There has been a continued effort on the part of the Small Business Adminis- 
tration to expand the financial assistance program. Loan policy has been changed 
to permit loans to firms not formerly considered eligible such as four-wall theaters, 
private medical facilities, and resort hotels. 

The development of the limited loan participation program has met with con- 
siderable success. This type of loan was designed to assist the small retailer, 
wholesale distributor, and service establishment which are normally limited in 
the amount of collateral which can be pledged to secure a loan. Some 1,361 of 
these loans had been made, as of March 31, 1957, where the Small Business Ad- 
ministration will participate up to $15,000 or 75 percent of the loan, whichever 
is the lesser. 

In an effort to expedite the processing of loans, the Small Business Adminis- 
tration has delegated greater authority to its field personnel. This has always 
been our recommendation since by such delegation much redtape can be elimi- 
nated. Regional officers can now approve direct and participation loans up to 
$20,000: participation loans up to $100,000, where there is a 25 percent participa- 
tion, and where one-half of the bank’s share is new money: and finally they may 
approve disaster loans up to $50,000. 

As you know, the workload of the Financial Assistance Division at the Small 
Business Administration has steadily increased. I am informed that the Small 
Business Administration’s 1957 budget was based on the anticipated receipt of 
approximately 350 business loan applications a month, as compared with an 
average of 340 applications received in fiscal 1956, Actually, in fiscal 1957 applica- 
tions have averaged more than 550 per month with a high of 702 in March. I be- 
lieve that as banks throughout the country become more familiar with the Small 
Business Administration program, with the increased acceptance of the limited 
loan participation program, and with a continued expansion in our economy and 
in competitive activity, this workload can be expected to remain at a high 
level. 

Mr. Chairman, I would like to preface my next comment by stating that for 
10 years I have been a member of the Government Operations Committee and 
a member of the Subcommittee on Military Operations. In the 838d Congress 
I had the honor of serving as chairman of the Military Operations Subcommit- 
tee. Therefore, I have some intimate knowledge of the procurement processes 
as they have been systematized by the Department of Defense. The joint de 
termination or set-aside provisions of the Small Business Act are extremely 
important. These provisions of the act should be strengthened, and the sub- 
committee in its bill has made a suggestion to that effect. It is true and we are 
told by the Small Business Administration that in essence our suggestion is a 
part of the rules and regulations governing the joint determination program. 
However, it is our conviction that the “right of appeal” which we have in- 
corporated in our bill will result in more effective cooperation by the procure- 
ment agencies in carrying out the Small Business Administration’s joint deter- 
mination program. 

As noted, the procurement as well as the technical assistance programs have 
been increasingly effective each year since the beginning of the Small Business 
Administration. Much reliance is placed by the Small Business Administra- 
tion on its set-aside program whereby all or certain portions of particular pro- 
curements are set aside for exclusive bidding by small-business concerns. There 
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has been an increase in set-asides, from $386,610,589 for fiscal 1955 to $506,800,- 
270 for fiscal 1957 (9 months). In all, some $1,581 million in set-asides have 
been agreed to by the military procurement agencies since August 1953. As 
you know, the Small Business Administration has broadened its set-aside pro- 
gram to include the civilian procurement agencies such as the General Services 
Administration, the Veterans’ Administration, the Departments of Agriculture 
and Commerce, and the Post Office Department. Already some $38%, million in 
set-asides have been agreed to by these civilian procurement agencies. I should 
like to mention parenthetically that this has been accomplished by only 37 pro- 
curement specialists of whom only 16 are full time, covering some 159 procure- 
ment offices throughout the country. 

Our subcommittee believes that the Small Business Administration programs 
which assist small firms in securing Government contracts and which help them 
to solve their problems while producing under these contracts or which provide 
them with the latest information on management and technical subjects, will 
become more important each year. We are very much disturbed over the trend 
downward in the percentage of military contracts going to small concerns. 
We are also much disturbed over statements by the military that our weapons 
for defense are becoming more complex with predictions that small firms can 
expect even fewer prime contracts in the future. It is, therefore, imperative that 
the Small Business Administration be allowed to expand its procurement as 
sistance and to advise the Defense Establishment on ways in which small firms 
may participate more fully in Government work. I believe, personally, that we 
have given the Small Business Administration too few personnel to accomplish 
the tremendous task before it. With the tools at hand, however, a good job has 
been done. 

I have not attempted to discuss in detail either the problems confronting 
small business or the operations of the Small Business Administration programs 
designed to minimize these problems. The few facts I have mentioned do re- 
veal to me, nevertheless, that perhaps the most important aspect of legislation 
pending before you, is that of permanency of the agency. The Small Business 
Administration will never be able to fulfill the intent of Congress or be of sig- 
nificant assistance to small business unless it is made a permanent agency. 
Problems of staffing and cooperation by other Government agencies and private 
institutions can only be resolved by permanent extension. I believe that the 
importance of small business to our economy makes such consideration manda 
tory. 

I know my colleague, Mr. Multer, will discuss with you the details of the bill 
approved by Subcommittee No. 2 and introduced by 12 members of our Small 
Business Committee, and I merely wish to reiterate that this bill results from 
unanimous, bipartisan consideration by our subcommittee. I thank you for this 
opportunity to appear before you. 


+ 3°? } 


Mr. Parman. Mr. Chairman, I would like to ask a few questions. 

The CHarrmMan. Mr. Patman. 

Mr, Parman. Mr. RiehIman, I appreciate the re you have always 
done on the Small Business Administration bills. I know you are an 
honest and able member of Congress, and I appreciate that you are 
serving on the Small Business Committee, and that you have always 
been very helpful and constructive. 

Now I would like to ask you some things about this particular bill, 

First ot all, you have asked for a permanent status Tor the Small 
Business Administration. 

Mr. Rreutman. That is correct. 

Mr. Parman. That. of course, has never been done heretofore. 

Mr. RiewiMan. That is correct. 

Mr. Patman. Your party has opposed permanent status, has it not 4 

Mr. Rreneman. Well, I wouldn’t say that our party has definitely 
opposed it. I think that in the last Congress, when the Small Business 
Administration was up for reconsideration, that there was some oppo- 
sition at that time to making it a permanent agency. 

Mr. Parman. I think your opposition was justified and I think those 
of us who oppose it now are justified, because this organization, al- 
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though it has made a good start in the last year, the previous 214 years 
were not so good. 

But in the last year it has been doing very well, and I am very much 
encouraged by it. But I think we should wait awhile and see exactly 
how far we are going before we give the agency permanent status. 

Besides, I am not re: dy to say that the helping of small business is 
a chronic situation. I would like to help the ec onomy so that small- 
business corncerns would be able to get their assistance through ortho- 
dox channels w grap having to get t aid from the Governme nt. That is 
my view, and if we adopt the policy that the problems of smal] busi- 
ness are chronic, that they will always be with us, and that we will al- 
ways have to help them, I think it is a little antagonistic. 

Can’t you see that, Mr. Riehlman ? 

Mr. Rreutman. I couldn't quite agree with you, Mr. Patman, be- 
‘ause I think we might consider whether or not it was necessar y to have 
a Small Business Committee in the House of Representatives. 

Mr. Parman. That is right. 

Mr. Rientman. I hope that we can eliminate some of the problems 
_ smal] businesses throughout our Nation are confronted with to- 

lay, but I just can’t, in the forseeable future, see where we are going 
to eliminate all the problems for small businesses in our Nation. 

Therefore, I think it is just as necessary to have a permanent agency 
in the Federal Government looking out for the welfare of small busi- 
nesses, as it is to have a permanent committee on Capitol Hill known 
as the Select Committee on Small Business to assist and watch legisla- 
tion to protect small business. 

Mr. Parman. I am not for a permanent committee. I opposed that 
too on the same theory, that I don’t look upon the problems of small 
business as chronic, and always with us. 

I look upon it as something that we should do to help the entire 
economy so that small business would not have any complaint, that they 
might come in just like anybody else and receive a fair opportunity. 

For that reason, I don’t want to say that we will always have the 
problems of small business with us, and that they will always have to 
be given spec ial consideration. I think that is antagonistic to what 
we are for in the private enterprise system where everybody will have 
a chance and not pick out small business for special cont inued treatment 
from here on out. 

I don’t agree with that, and that is the reason I don’t agree that we 
should continue the Small Business Agency permanently. I think 
would be a mistake. Of course, that is just a difference of opinion. 
I realize that. : 

Now, Mr. Riehlman, 2 years ago, our Small Business Committee met 
and carefully presented a bill. You recall that, do you not? 

Mr. RiruitMan. Yes, sir. 

Mr. Parman. And in the consideration of it we insisted on a pooling 
provision. I think one of the greatest accomplishments of our com- 
mittee was initiating the idea of a pooling arrangement whereby a 
smal] concern can be loaned $250,000. A number of people could go 
together and get $250,000 each. I think that is a wonderful thing. 

And where it is needed and desired, I hope it will be continued. 

Under that, the Small Business Administrator has held that an ap- 
plying concern must be a small-business concern, a going concern. 

Don’t you think that if a person wants to be 1 of 5 individuals to go 
into a certain business, they should recognize him as a small- business 
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man, and don’t you think they should allow him that $250,000 loan for 
that opportunity, along with his four neighbors 

Mr. Rreutman. You mean you would permit him to participate 
with several other people in the pooling of their funds to get the 
$250,000 from the Federal Government. 

Mr. Parman. That is right. 

Mr. Rrenuman. Mr. Patman, I could hardly agree on your position. 
I fee] that if the Federal Government is going to go into the policy of 
assisting and loaning money to small industries, that they must have 
some experience and some background in the field of activity they 
want to go into. 

Mr. Parman. I share your views on that. But where they have it, 
where they are qualified; in other words, instead of saying “You must 
be in business now, a going concern,” the fact that you are qualified to 
go into this business, and that your background is in this business, that 
we might take that as your qualification for going into a new concern. 

Mr. Kitsurn. Will you yield ¢ 

Mr. Parman. Certainly. 

Mr. Kitsurn. I am not clear. Do you mean to say that anybody 
who has experience and who wants to go into business, with no capital, 
could come to the Small Business Administration and get a loan. 

Mr. Parman. No. I am talking about the pooling provision. It 
all depends upon the decision of the Small Business Administration. 
They would have to Say it was needed, and there is justifie ation for it, 
and that the people who would be managers and promoters would | 
qualified. They would have to qualify in every way. 

Mr. Kitsurx. The main qualification is that they have some capital 
that they are going to lose themselves if the business fails. 

Mr. Parman. The Small Business Administration can demand that. 

Mr. Kitrurn. | hope so. 

Mr. Parman. In other words, I don’t want them denied considera 
tion for a loan if they are not at that time a going concern. Don’t you 
see something to that, Mr. Riehlman ? 

Mr. Rrenu_man. I wouldn’t disagree with you that we might con 
sider it, but I couldn't agree W ith your position at the present time. 

Mr. Parman. Don’t you think that, as to the limit, the Congress 
is putting itself in a kind of absurd position, and a vulnerable peeiem 
when we, as Member of Congress, say that we are not going to let a 
small concern have enough money to compete with a big concern ? 

We will let them have enough, $250,000, where they can just fight 
among themselves all they want to, but if they want to get enough to 
compete with a big concern we stop him, and we say “no,” you ean’t 
step on the toes of that big man. 

Don’t you think we ought to take the limit off, and keep the loan 
amounts down under the criteria for small business, or the definition 
for “small business” ? 

In other words, it has to be a small concern, and leave that up to the 
Administrator. 

Mr. Rreniman. | speak from my own personal observations as to 
what has happened in the last several vears, with SBA making loans, 
and the interest of Congress in this field. I would not. be willing to 
allow them to come in for any amount thev want. I think we must 
establish a limit, and I just can’t conceive of our being willing to give 
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them enough money to compete with big business, because we are only 
interested in assisting and helping sm: all business to stay in  taati ‘SS 
and be active in that. field, and in the strength of our economic system. 

Mr. Parman. In the overall competition, that is right. But suppose 
General Motors and GE are trying to get a contract with the Defense 
Department to make an identical item. There is perhaps a small con- 
cern that could really save the Government a lot of money on that if 
they could borrow a million dollars. And that would put them in 
competition with General Motors or GE. 

sut we say, “If it is over $250,000, you are out. We : are not going 
to let you have enough money to compete with a big concern. 

Don’t you think that puts us ina vulnerable position. 

Mr. Rrew_man. T wouldn't think so, because if they get together and 
pool $250,000 of their own funds, they can borrow from SBA 
$250,000—that is a half million dollars, and that is a pretty good start 
in any type of asmall operation, and it can grow into a large operation. 

Mr. Parman. That puts them in a kind of “we the people” deal. 
They have to get all their competitors in with them, and [ don’t think 
it would work out in that instance. I just have a feeling that it would 
be better he other way, if we were o take the limit off, and further 
justification for it. For example, we have three organizations, the 
Export-Import Bank, the World Bank, the International Finance 
Corporation. They can make loans amounting to billions, to little 
concerns or big concerns, in every country in the world including 
Mexico and Canada, except of course in Tron Curtain countries, but 
they can’t make any loans in the United States. 

Are we not placing ourselves in the ridiculous position of being 
willing to finance a small concern in Mexico for 2 or 3 or 5 million 
dollars, to put in a steel mill or something similar, but here in our 
own United States we don't have a single place they can go to get 
consideration for such a loan ¢ 

Don't you think that places us in a vulnerable position ¢ 

Mr. Rreuuman. I don’t think so, Mr. Patman, for the simple reason 
that I want to get back to our basic interest, and that is small industry, 
and certainly when you get into steel factories and cement factories, 
that is not small business, it is big business. 

Mr. Parwan. Well, is it? Small business is a relative term. I think 
it should be looked upon that way, something that is not dominant in 
its particular industry or business. Studebaker, of course, is a small 
business in automobiles, “a we have a steel mill in the district that I 
have the honor to represent that employs 4,500 people. We started 
from scratch down there a few years ago. That isa big business in our 
country, but it is small, it is Insignificant in comparison with the big 
steel companies, you know. 

So you have to use a definition of small business, I think; that 
relative term. It depends upon its relationship to other businesses in 
that line of business. 

Don’t you think there is something to that, Mr. Riehlman ? 

Mr. Rirutman. Well, I can’t concur in your position, Mr. Patman. 

Mr. Parman. I see. 

Now, there are two things that IT would like to see 

I want Mr. Hill to discuss this, if he will. 

There are two things we ought to put in this bill. 
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First, irrigation. We ought to let farmers apply for money to irri- 
gate. We have got to have irrigation in this country. And of course 
the Farmers’ Home Administration goes up to a point in that, but I 
don’t think it goes far enough. 

I think we ought to insert, furthermore, under Public Law 56, which 
Mr. Hill is familiar with, that people can get together and conserve 
their soil by controlling the water. 

Now, they can’t get any money to do the engineering, and of course 
there are bottlenecks. For ex: umple, i in Texas, we have only one crew 
that is doing that work, surveying, all over Texas, 365,000 square miles. 
It would be a hundred years before we got enough projects to amount 
to anything. They just don’t have enough money to do that work. 

But if we could devise a way in which the people could get togethe: 
in a certain locality and borrow the money to do that engineering, then 
they could come under Public Law 566 and build dams and save their 
soil. 

Mr. McDonovueu. For the things that you are proposing for smal! 
business, and in your opening statement, you say it ought to be abol 
ished. 

I can’t understand your reasoning. 

Now, you are advocating new ideas. 

Mr. Parman. I didn’t say it should be abolished. 

Mr. McDonoveu. You said it should be temporary. And that w 
can get along without it. 

Mr. Parman. That is our goal. We have to strive for that goal. 

Mr. Mutrer. Will the gentleman yield 

Mr. Parman. Yes, sir. 

Mr. Mutter. Should we now consider whether or not the Depart 
ment of Commerce or the Department of Labor should be abolished ? 

Mr. Parman. No. 

Mr. Motrer. Isn’t this the question that we must now answer: Are 
we now going to have a Small Business Administration, side by side 
with the Labor Department and with the Department of Commerce ? 

Mr. Patman. No, the Small Business Administration is different. 
You see, the whole economy should be strong enough and healthy 
enough so that a small concern can get the same benefits and the same 
opportunities as the large ones from our Government. 

There should be a Government department dealing with that, and 
they should not have to be pleading to Congress for special privileges 
all the time. All they want is equality of opportunity, and that is 
the goal I want to work for, so that they will have that measure 
of equality of opportunity, vhith will not require them to go to their 
Government or State or anywhere else to get special treatment and 
special consideration. 

The CHatrman. Do you want to interrogate the witness an) 
further ? 

Mr. Parman. No; I have no further interrogation. 

Mr. Mutrer. Mr. Chairman, if no one else desires recognition, may 
I have recognition ? 

Mr. Kirsurn. I would just like to say that Mr. Riehlman comes 


from New York State. Heisa very good friend of all of us, and he 


has done a great job for small business. I am delighted to have hi: 
here appearing before this committee. 
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Mr. Rreuiman. Thank you, sir. 

The Cuarmman. Are there further questions? 

Mr. Muvrer. Mr. Chairman, I echo and reecho all that Mr. Kilburn 
has said. 

It has been our pleasure to work together on the Small Business 
Committee for many years, and we have never had any difficulty in 
trying to reach a solution to the problems affecting small business. 

Mr. Riehlman, whether as the 1 ‘anking minority member or ranking 
majority me .mber on our sube ommittee, “has worked together with his 
colleagues through the years, with only one thing in mind, and that 
was getting the best that can be gotten for small business. 

I think, Mr. Riehlman, you and I are in complete agreement, that 
we want, as Mr. Patman expresses it, equal opportunity for small 
business. 

I think you and I also agree, as do most of the members of our 
committee, that unless we have a permanent agency which will operate 
side by side, and eventually get cabinet status, the small-business man 
has no one in Government to look out for him, and this agency can 
do that for him if we give it the power by proper statutory enactment. 

This is the first time, is it not, Mr. Riehlman, that the Department of 
Commerce, as well as the Treasury Department, have come forward 
and recommended that SBA be made permanent ? 

Mr. Rrenuman. To my recollection, that is true. 

Mr. Mutrer. As a matter of fact, when we first set up the Small 
Business Administration, the Department of Commerce waged quite 
a fight to make the agency a part of the Commerce Department. 

Mr. Rrenuman. Yes, sir. 

Mr. Murer. I think experience has shown that Congress was 
right, rather than Commerce, and that it should be a separate agency. 

Mr. Rreutman. I agree with you 100 percent, sir. 

The Cuamman. Are there any further questions? 

Mr. Henverson. I have a question, Mr. Chairman. 

The Cuatrman. Mr. Henderson. 

Mr. Rrenuman. Mr. Chairman, may I say for the record that it 
has been a pleasure to work under the chairmanship of Mr. Multer on 
the Small Business Committee, and I can only reecho what he has said, 
that we have worked diligently and compromised many times to bring 
about legislation or suggested legislation which we felt was good for 
small business and small-business industry in our country. 

Mr. Henperson. Mr. Riehlman, elaborating for a moment on the 
permanency provision of your bill, do you not feel that if the agency 
were a permanent agency that it might have more leverage among the 
other departments of Government in its work? 

Mr. Rreniman. Yes, sir, I certainly do, because I think—and I 
would concur in what Mr. Multer has just said—that if we can have 
this as a permanent agency, I would hope that it might come up some- 
time to the point where the Administrator might be of Cabinet status 
and that certainly would give it the strength and stature we would like 
to see it have here in Washington for the welfare of small business. 

Mr. Henperson. Do you not think it would also give - more stature 
in getting cooperation from local lending agencies in participation 
loans? 

Mr. Riruiman. I certain do, particularly on the permanent side of 
it. I think our bankers throughout the Nation are frequently hesitant 
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about participation because it is not a permanent agency and perhaps 
in 2 years it will be out of business, and they are involved in many loans 
in their area which they would possibly have to take over. 

Mr. Henperson. Do you not also feel that if the agency were made 
permanent, that factor might assist it in the recruitment of good per 
sonnel and the retention of good personnel / 

Mr. Rreu_man. Yes, sir, I do. 

Mr. Henperson. One final question, Mr. Riehlman: 

If it should develop that this committee could not make a decision 
as to other changes that might be necessary in the Small Business 
Administration, would it not be well, even if the agency were to remain 
otherwise unchanged, that it be made a permanent agency / 

Mr. RIEHLMAN. Yes, sir, I agree on that. 

Mr. Henperson. Thank you. 

The Cuairnman. We are glad to have your views, Mr. Riehlman. 

Mr. Rreniman. Thank you, Mr. Chairman. 

The Cuairman. Mr. Hill. 


STATEMENT OF HON. WILLIAM S. HILL, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF COLORADO 


Mr. Hitw. Mr. Chairman, and members of this great ee 
I know it is an honor and a privilege to be here this morning to testif 
on this legislation you are now considering. If it is agreeable to the 
chairman, I would like to read my remarks and then, if vou wish to 
question me, I would be glad to answer any questions. The reason I 
say that, I have tried to unify my remarks, and if that is satisfactory 
with you, I would prefer to not answer questions until I have finished. 

Is that satisfactory with the committee, Mr. Chairman / 

The Cuarrman. You may proceed. 

Mr. Hinw. Mr. Chairman, this is the third time in 5 vears that I 
have been privileged to appear before this committee to support 
legislation that is so urgently needed by the small-business men in our 
country. In 1953, [ appeared before you to urge the establishment of 
the Small Business Administration as the first independent, peacetime 
agency devoted exclusively to the interests of small business. In 1955, 
[ urged the continuation of the Small Business Administration as a 
permanent agency of our Government. My position in this respect has 
not changed. Therefore, I again respectfully recommend that you 
committee permit the Small “Business Administration to extend it 
usefulness to our economy by making it a permanent, independent 
small-business agency. 

I am more than pleased that the executive department of our Gov 
ernment ees its bill which I have introduced, H. R. 6645, is re 
questing a permanent Small Business Administration. In the hear 
Ings recently completed by Subcommittee No. 2 of the House Small 
Business C ommittee, sO ably chaired by Mr. Multer, of New York, 
the Department of Defense, the epartment of the Treasury, the 
Department of Commerce and the General Sery ices Administration 
all testified ~ the good work done by the Small Business Administra 
tion and to the need for a permanent agency to assist small business. 

Since its hearings on the operations of the Small Business Admin- 
istration, Subcommittee No. 2 of the House Small Business Commit 
tee has drafted and approved a bill which contains several changes 
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from the present act and from H. R. 6645. These changes the subcom- 
mittee felt would improve the organization and the operation of the 
Small Business Administration. I might mention at this point that 
in addition to the distinguished chairman of the subcommittee, Mr. 
Multer, the subcommittee membership includes four other distin- 
guished members of the T!ouse—Mr,. Yates, of Illinois; Mr. Steed, of 
Oklahoma: Mr. RiehIman, of New York: and Mr. Seely-Brown, of 
Connecticut. In the interest of unanimity I have joined with the mem- 
bers of Subcommittee No. 2 and with other members of our Small 
Business Committee in introducing legislation incorporating the ree- 
ommended changes. This bill is H. R. 7478. 

I have introduced the second Small Business Administration bill 
because it represents of the minds of Members on both sides of the 
aisle. Undeniably this bipartisan aspect of the bill will result in bet- 
ter legislation under which the Small Business Administration will 
operate and, therefore, will be a boon for small business everywhere. 
Twelve members of the Small Business Committee have introduced 
the Subcommittee No, 2 bill amending the Small Business Act. I 
shall not go into detail regarding these ch: anges, for I] am sure mem- 
bers of Subcommittee No. 2 will explain the changes to your satis- 
faction. 

[, personally, do not know of any opposition to the proposal for a 
permanent agency either within the House of Representatives or with 
in the Senate. Even though the reasons for permanency are all too 
obvious, I should like to enumerate a few of them for this committee. 

First, since World War II, the small firms in our country have 
found increasing competitive pressures because of rapid growth in all 
phases of our economy, because of technological change generated 
by this growth and because of the great benefits derived by the 1: argest 
business concerns in producing for the defense effort. Of course, “the 
greatest handicap to small business has been our burdensome Federal] 
tax structure. However, as we all are too well aware, small firms have 
for a great many years encountered difficulty in securing adequate 
long-term credit, in securing a fair proportion of Government con- 
tracts and in maintaining a strong competitive position through the 
utilization of the latest information on management and technical 
matters. While I believe there has been progress mi ade in the solution 
of many of these problems, there still remains much to be done. The 
programs authorized by the present Smal] Business Act are designed 
to provide assistance in these very areas. Only through a permanent, 
independent agency, however, can the importance of small business to 
our economy be given the recognition and attention it deserves. 

An inde spende nt agency, acting as a spokesman for small business 
among the various Government departments and agencies, cannot 
achieve the necessary cooperation when the latter feel that perhaps 
the entire program might terminate at the end of 2 years. I believe 
that better long-range cooperative programs will be established if 
the other agencies of the Federal Government know that the Small 
Business Administration is on an equal footing and is not in the cate- 
gory of the casual visitor—here today, gone tomorrow. 

Similarly, the banks of this country will be more willing to partici- 
pate with the Small Business Administration on loans to small-busi- 
ness concerns When they know that the lending program is on a perma- 
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nent basis. It is dificult to retain the necessary interest and coopera- 
tion whena program isona temporary basis. 

While the Small Business Administration’s financial and procure: 
ment personnel are among the best obtainable, morale and personnel 
recruitment can be pres atly improved if the agency is made perman ent. 
As we all know, even the old-line agencies have diffic ulty competing 
with private industry for specialists of the caliber needed and de- 
sired by the Government. 

Finally, I might mention that all the small-business men and small- 
busine Ss org \niz zations with whom I have talked believe that a con- 


certed effort is needed to assure small firms a place in our economy. 
Not only do they contribute immeasurably to a diversified peacetime 
economy, but they consti itute an lactoutea! part of anv defense program 


If we do not attempt to resolve their difficulties now. th« e small firms 
will be lost for any future all-out defense effort. 
[am sure that Wendell Barnes. Administrator of the Smal 


usin SS 


1B 
1B 


Admin stration, has given you a complete report on the Smal usiness 
Administration’s activities during the past 2 years. I do not desire 
to discuss operational details at this time. There are, however, cer 


tain indicators of this agency *S 11K reased actin ities and effec tiveness. 
Fo example, the volume of business loans approy cl by the Small 
Business Administration has increased each fiscal year. Starting in 
fiscal 1954 with 473 loan approvals, we find 1,172 approvals for fiscal 
1955, 1.915 for en 1956, and 2.883 for 10 months of a fiscal 1957. 
As of April 30, 1957, there have been a total of 6,443 business loans 
approvals amounting to $294,618.000 of which $244,800,000 represent 
the Smal] Business Administration’s share. In addition, the Small 
Business Administration has approved 5,829 disaster loans for a total 
of $63.126.00( : 

There has been a similar increase in the number of Government 
procurements which have been set aside entirely or in part for bidding 
exclusively by small firms. In fiscal 1954, including 1 month of Small 
Defense Plants Administration, there were $247,601,000 in set-asides 
agreed to. In fiscal 1955, it increased to $386.611,000: fiscal 1956, 
$497.678.000: and through March of fiseal 1957, $506,800,000. In all, 
some $1,581 million in set-asides have been agreed to by both military 
and civilian procuring agencies, 

Fuca is the lending program has been broadened to cover additional 
types of small-business concerns, so the set-aside program has been 
expanded To include civilian procurement agencies, In addition to 
the military departments, the Small Business Administration now has 
cooperative programs with the Department of Agriculture, the Gen 
eral Services Administration. the Veterans’ Administration, the Post 
Office Department, the Departme t of Commerce and the Department 
of the Interior. While every effort must be made by the military 
procuring agencies to increase the amount of contracts going to small] 
business. I believe much will depend upon the success of this set-aside 
prog im. li is meumbe} 1 ipon these proc uring agencies to cooperate 
in bh road } ing th eX rae all f the proor: um to every possible area in which 
small business can participate and to increase the number of set-asides 
within each of these areas. 

The Small Business Administration has done a commendable job 
in its other procurement and technical assistance programs. More 
and n ore, the s nall firms in our economy are findin r out that this 
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agency can supply valuable information which will permit these firms 
to Improve their operations and to strengthen their competitive posi- 
tion. I do feel, however, that limitations on funds and personnel have 
prevented the Small Business Administration from achieving its full 


potential. I sincere ely hope that Congress will give the most careful 
onsideration to the appropriation request of the Small Business Ad- 
ininistration When it is submitted. If a permanent agency is author- 


zed. tnen no obstacle should be placed 3 nn the way of ane X pane led and 


cOMprenensive program which will benefit all small busine 





The Cnarrman. Mr. Hill, after you introduced your bi 
joed with Mr. Multer in the introduction of his bill? 
Mr. Hini. That is correct. 


% you then 


The CHarrmMan. You now think that Mr. Multer’s bill is more de- 
ra than the bill vou introduced ¢ 

Hi. Well, 1 am not voing’ Lo make that statement, but let us 

vO s far, which is as far as I fee] I should go. When I introduced 


my bill, in all the information that we possessed at that time, that was 
the st plece of legislation that I felt we could place before this 


ttee, 
Phen wl Mr. Multer’s Subcommittee No. 2 got into details and 
when they began to consider both the majority party and the minority 
party, and the views were all ironed out as far as they could go in co- 


ng with one another, they came to me, and said, “Now how 
bout you, on this bill that we have agreed to?” And I said, “Why, 
no. | have already introduced a bill that the administr: ition supports.’ 
Thev said, well, we need all the assistance we can get. And realiz- 
ng the fact that we pass legislation through compromises, I thought 
the matter over, and very deeply, too. And finally I said, “I shall 
ntroduce the bill.” And I am proud of the fact that so many of us 
on both sides of the House could introduce a bill and place it before 
this committee unanimously. 
That is the bill which, of course, in my mind, would cause us less 
difficulty on the floor of the House, because, going through what I have, 
speaking personally, as a member of the Committee on Agriculture— 
and every member of this committee knows it, too—we are on the hot 
seat. I have often said there is no Member in the House of Repre- 
sentatives who sits on a hotter seat than you members sitting here on 
this committee, the same as the members on the Committee on Agri- 
culture. We just don’t know what would happen if we made one 
error in planning legislation on such fundamental propositions as small 
business and agriculture. . 
The Cuatrman. I don’t think we heated the seat for you, though, 
Mr. Hill. 
Hitt. Well, I would say that any place you sit in the House is 
ple by hot at times. 
The Cuatmrman. The administration cooperated in the preparation 
of your first bill, did it not? 
Mr. Hity, I would say that I have had a lot of help from everybody 
I) oe bills. Not only that, but the subcommittee, as well. 
Yes, I have had help from everybody that I thought could con- 
siete : ae that is the way legislation should be introduced. 
The Cuatrman. Now the Tre: isury Department, through its Secre- 
tary, and the Commerce Department, through its Secretary, both 
say they are in favor of the bill you first introduced. 
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(The following letters were submitted for the record by the chair 
man :) 
THE SECRETARY OF COMMERCE, 
Washington, May 17, 1957. 
Hon. BRENT SPENCE, 
Chairman, Committee on Banking and Currency, 
House of Representatives, Washington, D. C. 


Dear Mr. CHAIRMAN: This letter sets forth the views of the Department of 
Commerce with respect to H. R. 6645, H. R. 7474 and identical bills to extend 
and to amend the Small Business Act of 1953, as amended. 

Two sections of H. R. 7474 and identical bills provide the specific basis for 
the Department’s urging against favorable action on these bills. Only brief 
comment will be made on these items at this time as arrangements have been 
made for appearance of Assistant Secretary Mueller before your committee to 
present our views in detail. 

Section 103 (d) would establish a three-man policy board, the majority of 
which would be active small-business men, serving part-time who could establish 
and control the program of SBA, lending and otherwise. This possible delega- 
tion of administrative leadership to persons whose role should be limited to act 
ing in an advisory capacity is inadvisable. Sufficient provision is made by sec- 
tion 212 (i) of the present law and by section 208 (m) of H. R. 6645 authoriz 
ing the establishment of small business advisory boards to enable SBA to know 
at all times the views of small businesses including small banks with respect to 
its activities and plans. 

Secretary Mueller will set forth in detail reasons underlying our concern over 
failure to provide for continuance of the policy board as presently constituted and 
our belief that the proposed modification will be detrimental to small business 

Section 115 (b) reads as follows: 

“All small business functions not heretofore transferred to the Small Busi 
ness Administration by the Department of Commerce are hereby transferred 
upon the effective date of this Act.” 

This provision appears to overlook the transfer to Small Defense Plants Ad 
ministration of all functions of Commerce directly and immediately related only 
to small business and their subsequent transfer to SBA. There remains noth 
ing, therefore, in such a category exclusively related to small business. Insofar 
as the functions described include those indirectly and peripherally related to 
small business, it would include all functions of the Department including even 
the Office of the Secretary and the various transportation bureaus. Such a re 
sult was clearly never intended nor desired. 

secause of inclusion of these two provisions, we urge against favorable action 
on H. R. 7474 and suggest instead favorable consideration of H. R. 6645, a bill 
for the same general purpose. 

Sincerely yours, 


SINCLAIR WEEKS, 


Neerctaru of Commerce 


TREASURY DEPARTMENT, 
Washington, Vay 20, 1957 
Hon. BRENT SPENCE, 
Chairman, Banking and Currency Committee, 
United States House of Repre sentative .. 
Washington 25, D.C 


DEAR Mr. CHAIRMAN: I think it may be helpful to your committee to give you 
my opinion, which is shared by others in the administration, on some of the pro 
posals now before your committee for amending the Small Business Act. Let 
me suggest the principles which we believe should be maintained 

(1) The Small Business Administration has done a good job in serving small 
business, especially at this time when money is less freely available. The pres 
ent form of organization has proved effective, ind should be continued. 

(2) The Loan Policy Board is an essential part of the plan. 

It is imperative that there should be such a means of coordination of Small 
Business Administration policies with the policies of the Government. The 
lending of Federal funds to private businesses can be justified only if such lend- 
ing is clearly in the public interest. The policies require careful safeguard to 
avoid moving towards socialized credit. 
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The Board should be composed of responsible Government officials and not of 
persons who devote only a limited amount of time and whose primary concerns 
are elsewhere, or who are actually or potentially beneficiaries of policies estab- 
lished by the Board. Advice from qualified small bankers and small-business 
men is already available to SBA through advisory committees established both 
on local and national levels. 

(3) I strongly recommend that the interest rate ceiling of 6 percent in the 
present act be retained. In view of our present economic conditions and the 
nature of the lending program authorized under this act a lower ceiling would 
be unrealistic and undesirable and would tend to foree private funds out of the 
program. I also strongly recommend that the language relating to “the rate 
prevailing in the area” be deleted. As a practical matter it is impossible to 
determine what a prevailing rate is and this language imposes an unworkable 
responsibiilty on the Small Business Administration. 

(4) I strongly urge that the present provision that “all loans made shall be of 
such sound value or so secured as reasonably to assure repayment” be retained. 
The experience of the RFC over many years demonstrated the desirability in the 
public interest of obtaining security wherever possible, and any weakening of 
the standards would almost certainly result in unsound loans, unjustifiable losses, 
and adverse public reaction. 

(5) These points were covered more fully in the testimony of Assistant Secre- 
tary of the Treasury Robbins before Subcommittee No, 2 of the House Select 
Committee on Small Business on March 26, 1957. 

(6) H. R. 6645 is consistent with the foregoing views. We recommend its enact- 
ment with a slight modification: the fourth sentence of section 206 (b) should 
he deleated as it is an unnecessary duplication of preceding provisions. 

I shall appreciate it greatly if your committee will bear these suggestions in 
mind as you review the various proposals before you. 

Sincerely yours, 
G. M. HuMpPHREY, 
Secretary of the Treasury. 

Mr. Hitt. That is correct. Well, my comment is lam happy. Be- 
cause they did not go that far 2 years ago, 

The Cuamman. That seems to be still their opinion. 

Mr. Hint. Well, that is fine. 

The Cuamman. Do you think they are wrong ? 

Mr. Hix. No, I don’t think anybody is wrong that is making prog- 
ress, If I go at an angle, of course, I get there a little quicker than if 
I make square corners. Excuse me for speaking as a westerner 

The CHarrMan. Incidentally, you think you are right. So you 
would think the fellow who is opposed to you is wrong, wouldn’t you? 

Mr. Hinz. Well, there are not enough changes, Mr. Chairman. Our 
subcommittee chairman, who is on this committee, and a very valuable 
member, will tell you that there are only a few real differences, basic 
differences, I would say very few. There are some ch: anges. 

Now I will be glad to discuss them when you get into the legisla- 
tion, any time you would like to permit me to come before you. 

The Crarman. You certainly don’t approve of the position the 
administration has taken, because it is contrary to your best judgment. 

Mr. Hii. Well, I would say this: In my best judgment, to pass 
legislation through this House, I would have to agree with you, and 
we have to face the fact there are Congressmen on both sides that. are 
not strong for small business legislation. So we have to say “Well, 
what are we going to do to influence you?” and we think we have done 
that. You have a Member, as you know, already this morning, who 
opposes the permanency of that pear. This amazed me. I never 
heard it before. It may have been said. I don’t deny it. But I just say 
that my comprehension has been dulled. IT am amazed, really and 
truly, and quite excited about it, as you can see by the way I testify. 
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The CHamman. Well, we may differ with people, and have firm 
convictions, certainly we may think they are honestly wrong, and 
that we are right, but we still have respect for them. So you must feel 
that the administration is wrong. 

Mr. Hiri. But there is not enough difference between these two 
bills to cause me to say that I would rather have no legislation than 
the one Mr. Multer’s subcommittee reported un 1animously. I con 
sidered it quite an honor, and quite a boost to our bill, to have 12 mem 
bers of the full committee agree to this bill. 

Am [right ¢ 

Mr. Mutter. It came out of subcommittee unanimously, and of the 
13 members of the full commitee there was only 1 member who did not 
cosponsor the bill. The subcommittee was unanimous in reporting the 
bill. 

The CuHarrMan. It wasn’t unanimous, then / 

Mr. Mutrer. It was not unanimous in the full committee, but was 
unanimous in the subcommittee. 

One member of the full committee has not cosponsored the bill. 

Mr. Hitt. Permit me, Mr. Chairman, if I may say one word. I have 
been in the House, as you know, for 17 years, and I fr: ankly confess to 
you that I don’t know any legislation, except tax bills, that go through 
the House without someone trying to propose an amendment and 
changes In the legislation, and I know of few appropriation bills which 
have ever gone over to the Senate and been accepted just as the House 
passed them. 

So all legislation, in my opinion, is a matter of compromise, a mat 
ter of ironing out differences, and this committee has been, I must say, 
one of the fine committees in bri inging legislation to the House in a way 
that you could me it, because it could be ve ry controversial. 

The ¢ ‘TAIRMAN. We passed one the other di ay with no objection iP 
the committee or in the House. That doesn’t occur very often. 

Mr. Hitt. You should have a Purple Heart, in my opinion, Mi 
Chairman. 

The ¢ Cu \IRMAN. Mr. Brown. 

Mr. B ROWN, Mr. Hill. as I understand it. the Policy Board Is 
posed of the Administrator and the Secretaries of Commerce and 
Treasury. Do you desire to change that ? 

Mr. Hitv. I am glad you brought that question up. T think prob 
ably that is the most divergent point in the two bills 

Mr. Brown. What do you think about it ? 

Mr. Hit. Well, I say, I am glad you brought that up, because we 
may have just as many opinions on that as you have members on this 
committee. My thinking is this: I might say frankly that as I recall. 
and my memory is tricky, especially vga things I wish to forget— 
some folks don’t have a me mory like that. but I was blessed with it and 
I can’t help it—I can’t remember that I advocated any Board. I felt 
that we should make the Administrator absolutely responsible as an 
individual. If I didn’t state that, I still think that is important. 

But we didn’t do that because of objections. So we put the Seer 
tary of the Treasury on the ee and the Secretary of Commerce. 
And we made an advisory board of 1 

Of course, if the administration is going to support my bill, T would 
leave the two Secretaries of the Cabinet on the Board. 
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Now the subcommittee comes along, and they make a suggestion and 
it is certainly reasonable. They say, “Let’s have a banke ‘r, a small 
banker,” a small banker with lots of money perhaps, but better still, 
with much experience with small business. 

Mr. Brown. We all understand that. Let me get back to the point. 
Did you draw this bill you introduced / 

Mr. Hiuut. | drew the bill I introduced. 

Mr. Brown. Now you are in favor of ch: nging the Polic y Board / 4 

Mr. Hitt, Iam not so sure myself. Here is the story on the | olicy 
Board. You have next in your Policy Board a ¢ hange which I think 
is quite important, you have a small-business man. Now let’s see how 
that looks. 

In order to offer a compronnise, the subcommittee took two active ele 
ments of our industry, a small-business man and a small banker, and 
put them on the Board. This is the subcommittee’s suggestion. 

Mr. Brown. Pardon me, but this committee is the one that com 
promised. You just drew a bill. 

Mr. Hinn. Yes: but you won’t want the Multer bill on the floor with 
the administration opposing it. 

Here is what I thought. Wouldn't it be a good idea to enlarge the 
Board from 3 to 5, and take ex: ictly what Mr. Multer’s subcommittee 
has suggested? Do you see any reason why we shouldn’t put on that 
Board an active small-business man—and I can mention one of the 
men right in my district that I would trust. I don’t even know his 
politics, but 1 know how he has handled small business—and then 
put on a banker with experience in dealing with small business. 

Mr. Brown. Are you in favor of the present Board, or are you in 
favor of the Board created by the bill introduced by Mr. Multer and 
others / 

Mr. Hinn. If I have to make a choice, T will take the Board as it 
is because | don’t feel a change is absolutely necessary. 

gut if a compromise is necessary, then enlarge the Board to five 
members. 

Mr. Brown. Let’s go back to the interest rate. 

I understand the agency charges, on direct loans, 6 percent. But 
when the bank participates in these loans, they call charge less than 
6 percent if the bank charges less than 6 percent. 

That isthe policy now. Are you in favor of that ¢ 

Mr. Hite. Well, I will tell you, to be honest with you, in all my 
life I have always been on the wrong side always paying interest. 

Mr. Brown. Ho wisthat ? 

Mr. Hue. In all my life I have always been on the wrong side; I 
have been paying interest. So the lower rate would suit me. That 
is Inv own personal opinion. 

Mr. Brown. Do you think you would get any bank participation 
if you made the rate 5 percent in areas of this country where the 
banks charge more than 5 percent ? 

Mr. Hun. I don’t think you would get very many banks to partici 
pate. : 

Mr. Brown. You are in favor of the present law, that is, 6 percent 
on direct. loans. and less than 6 if the bank charges less than 6. 

Mr. Hin. That is right. It would be my opinion from what I have 


seen, Ves. 
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Mr. Brown. I agree with you, I think that is right. But you are 
not going to get participation in some areas unless you do that. 

Mr. Hiww. That isright. It would be my personal opinion—and that 
is What you asked for—that the | anks in the community should have 
the real influence and the real decision as to what rate of interest should 
be charged, because if it is 6 percent, certainly the Government has 
no business going in there and charging 5 percent, because you get 
a amet. 

But if it is 5 percent, certainly our loans should be 5 percent. That 
is my own pe rsonal opinion. 

Mr. Brown. I think you are coming back to your original bill. 

Mr. Hirt. That is right. 

Mr. Brown. That is all. Mr. Chairman. 

The Cuatrman. There is nothing in any of the bills that would tend 
to regulate the interest charged by participants, is there? 

Mr. Hix. That is right. 

The Cuatrman. What is a small-business man / 

Mr. Hiri. Well. I have never learned. I know a small business firm 
which started out with a man and his wife, and today they have 800 
employees. Now what is he today 4 

The Cuatrmman. No man has dedicated his life to small business. UA 
small-business man may turn into a big-business man at any time, isn’t 
that true? 

Mr. Hix. It is true, and he is still a small-business man at heart. 

This man had 2 employees when he began, and the last time I checked 
with him, he had 800. 

He is just as true a small-business man today as he was when he and 
his wife m: ide this wonderful product in their garage. 

The Cuairman. But he has turned into a Sees 

Mr. Hity. Pardon? 

The CuarrMan. I say many of these small-business men turn into 
big-business men. 

We all sympathize with small business, but a man doesn’t dedicate 
his life to small business. He is a small-business man hoping some day 
to be in big business. 

Mr. Hinz. That is right, and this man goes to church and pays pro 
portionately to the money he has made to his little country church, just 
the same as he did when there were two of them. 

I will be glad to give you his name and tell you where he lives and 
give you the name of the firm he has de veloped. He is still a small- 
business man in my book. 

The Cnarrman. If the only qualification is that he is a small-busi 
ness man, he would have our sympathy. But I don’t think we should 
appoint him to a policy board just because he is a small-business man. 
He has to know the prob lems that present themselves. Tle may be a 
very fine businessman and yet not appreciate the larger issues of public 
polic: vy which come before such a board. So I don’t know whether he 
would be qualified or not. 

Mr. Hintu. I don’t think we should emphasize that. Mr. Chairman. 

The - AIRMAN. The same with a small banker. He may be a very 
fine man, but I don’t know any reason, just because he is a smal] banker, 
why he ought to be put on the Board to make policy of a great govern- 
mental organization. It seems to me you ought to have people there 


who have had some experience. Don’t you agree with that ? 
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Mr. Hin. That is right. That is absolutely my own idea, exactly. 
Let’s have men who are really friends of small business. 

The CiairmMan. That express sympathy with small business. 

Mr. Hit. That is right. 

The Cuairman. But it might not do them any good in the long run. 

Mr. Hitz. I have the same experience with a bank at home. A 
bank in the city of Denver. Yet one of those men is just as typical a 
small-business banker as if he were out in a little town of 2,000, operat- 
ing the bank. He has never lost his touch. He has never lost his 
sympathy. Ife has never lost his desire to assist small business either, 
might I say. 

The Cuairman. That is all. 

Mr. Hitn. Thank you very much, Mr. Chairman. 

The Cuamman. Mr. Talle. 

Mr. Tautr. Mr, Hill, I should like some enlightenment on the pro- 
posed enlarged Board. 

Is the proposition to add 1 small-business man and 1 small banker ? 

Mr. Hini. That would be the idea, and leave the other two men on 
at the same time. If the administration feels they need to be in touch 
with this, I don’t think I would have any fault to find with that. 

You can see immediately why the administration wanted a close 
hand and direct understanding of what was going on. 

As I recall it, there was some feeling that we shouldn't set this up 
as an independent agency. Do you recall that situation’ We went 
through this phase, and the issue was resolved in favor of an inde- 
pendent agency. The very fact that we put the Secretary of the 
Treasury and the Secretary of Commerce on the Board dissipated 
much of the opposition. 

Now, if we go one step further—and I think the chairman is exactly 
right—and pick a banker, I don’t care how big the banker is—and | 
am talking about financially, not weight—as long as he knows what the 
problems of small business are, he might be in the Chase National 
Bank of New York, and then put an active small-business man on the 
Board. 

Mr. Tauie. I recognize the great. difficulty in selecting the typical 
small banker and the typical small-business man. 

Mr. Hitt. We have many of them over the United States whose 
businesses just do not fit into big business patterns, but they are small 
businesses in fact and in practice and they are very important, just as 
important as our big-business institutions. 

Mr. Tate. Our country, being so large and our activities being so 
varied in our large country, a person who might be a typical small- 
business man in one area would not be typical in another. Yet he 
would be making policy for the Nation, as far as his voice is concerned. 

Mr. Hitn. Yes, sir. 

Mr. Tarie. Now, as to tenure, would he give permanent service on 
this Board, is that the idea / 

Mr. Hu. No, and I don’t think so, because we must keep in mind 
that the two men who are presently members of the loan or Policy 
Board do not function as individuals. They designate an assistant. 
All the Board does is to help set up the over: all loan policy. They do 
not a gpa se loans. If two members were added to the Board, they 
would only be called in to settle overall policy. I do not doubt that 
there would be changes in membership from time to time. 
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Mr. Tatie. Who would name them? 

Mr. Hix. This committee would necessarily make that decision. 

Mr. Mutrer. The bill says the President shall. 

Mr. Tate. It seems to me that what is being advocated is some 
more w. o. c.’s that we have heard so much comment against by 
some members of this committee. And—mark you—these men are 
asked to make policy, the very thing other w. o. c.’s are forbidden 
to do. 

Mr. Hitz. Well, the committee has its choice to go either way, and 
I wouldn’t try to influence them, because I don’t know which would 
turn out the best in the long run. 

Mr. Tatxe. It is reasonable, though, isn’t it, that the Secretary of 
the Treasury and the Secretary of Commerce should be consulted 
as to policy. Otherwise, there wouldn’t be the pera relationship 
and coordination between the Small Business Administration and 
those two large departments. 

Mr. Hiiw. Of course, you go back to my original statement, that if 
you have the right type and the right kind of a man as Administrator, 
he is going to take the Treasury into consideration; he is going to con- 
sult with Treasury officials, and he is going to do the same with Con- 
gress, because there are many problems in common. 

Mr. Tarir. That is correct. 


It is clear to me, though, that what is being advocated is policy 
making by two persons who would be w. o. c.’s, and many things 
have been said which are not complimentary to them. The proposal 


is anamalous and incongruous. 


Mr. Mcurer. Mr. Chairman. 

The Crarrman. Mr. Multer. 

Mr. Mvcurer. No one can find anything in these bills that has any 
reference to w. 0. ¢.’s, either in your bill or in the gmat bill. The 
Board members will be appointed by the President by and with the 
advice and consent of the Senate. They are not to be full-time em 
plovees, except for the Administrator. 

Mr. Hitz. That is right. 

Mr. Mcurer. If you are to get a man actually engaged in small 
business on the outside, and constantly interested in it, he is not going 
to give up that business and come to Washington full-time. There 
should be no misunderstanding about the language of the bill. If any- 
body tries to interpret it as a means of getting w. o. c.’s in, they are 
wrong. 

As a matter of fact, both bills require that the Administrator and the 
Board consult with all other Government agencies, and get their co- 
operation. That certainly is an advisable feature of the bill; is it not, 
Mr. Hill? 

Mr. Huw. That is right. 

Mr. Mutrer. With reference to the rate of interest, there is also 
some misunderstanding. Neither bill attempts to tell the banks what 
interest rate they shall charge. That is left to their own judgment 
and the usury laws of the State, both as to the direct loans and the 
bank participations. Each bank sets its own interest rate in accord- 
ance with the State laws. 

Mr. Hitt. That is correct. 

Mr. Mutter. As to direct loans, originally, we wrote into the law a 
provision that the Small Business Administrator shall charge the pre- 
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vailing rate of interest in each area where the money is to be used, but 
not more than 6 percent. We found that instead of following that 
direction of the Congress, the SBA, in direct loans, was charging 6 
percent right across the board and right across the country. So now 
we have said in the act that for direct loans he is to charge 5 percent. 
There is no competition there, because if the bank is willing to make 
the loan in the first instance at any interest rate that they are permitted 
to charge, then SBA can’t make the loan under the existing statute, or 
under your bill or the Multer bill; isn’t that right? 

Mr. Hity. That is right. 

Mr. Muurer. Now, with reference to the Loan Policy Board, you 
will recall that originally we tried to bring out a bill that would set up 
an independent agency. We said it should be an independent Govern- 
ment agency. Then the Administration came along and insisted that 
the Secretary of the Treasury and Secretary of Commerce should sit 
upon the Loan Policy Board. The law was enacted that way. 

You also recall that 2 years ago the Small Business Committee 
unanimously recommended that for this agency to be truly inde »pend- 
ent, it should not have a loan policy board on which there would sit 
the Secretary of the Treasury or the Secret: iry of Commerce or their 
representative S. 

Do you recall ? 

Mr. Hitx. If I recall the situation accurately, the Senate insisted on 
that first change. 

Mr. Murer. That is right. 

Mr. Hitt. If my memory serves me correctly. 

Mr. Mvvrer. That is right. 

But on the House side we had recommended taking the Secretary of 
the Treasury and Secretary of Commerce off the Loan Policy Board 
in order to give the agency true independence. 

Now, H. R. 7474, which is the bill finally agreed upon by the Sub- 
committee of Small Business, again takes Treasury and Commerce out 
of the Loan Policy Board. It does not in any way interfere with 
their advising with the Loan Policy Board, but at the same time we 
give the agency the independence it should have. 

And I still believe you think the agency should be independent. 

Mr. Hint. My original statement at the time the original Small 
Business Act was passed referred to the Administrator, picking his own 
advisers on loans, and it seems to me that this would work very well. 
However, I will bow to the decision of this committee. 

Mr. Mcurrer. I remember when I first came to the House Small 
Business Committee, you were already serving, and had served for 
several years on that committee, and 1 remember very distinctly the 
very first thing you said to me when I joined you on that committee 
was, “Here is one committee, the Small Business Committee, which 
doesn’t look at the politics involved, but looks solely at what is best for 
the small-business man. 

I think all through the years the members of that committee have 
cooperated together that way. I know I joined with you in exposing 
some Democratic officeholders who weren’t doing the right thing for 
small business, and you and your colleagues joined me in exposing 
some Republicans who were doing the wrong thing. We weren't 
concerned with politics. We wanted to know if they were doing 
the right thing or the wrong thing. And if they were doing wrong, 
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we made constructive suggestions so as to correct what we found 
wrong: isn’t that so? 

Mr. Hix. That is true, and I should go one step further, and say 
to this committee that Mr. Multer . is alw: ays taken the attitude that 
what he didn’t know about small business he was willing to learn, 
and to learn with the information from the grassroots, shall we say, 
or shall we say, from the counters, and the operation of the loc al 
small-business firms themselves. And that is a real compliment, as 
far as 1 am concerned, to say to the gentlemen from New York, Mr. 
Multer. 

Mr. Muurer. Thank you, Mr. Hill, I appreciate that. 

There is just one thing I want to touch briefly upon. 

You serve on the House Agriculture Committee. Has that com 
mittee considered the question raised here this morning by Mr. Pat 
man about loans for irrigation purposes to farmers? 

Mr. Hitt. Yes, sir, 1 am glad you asked that question, too, because 
there again, I am on familiar ground. 

Mr. Chairman, and members of this committee, you could not make 
a more terrible mistake for smal] business than to put the farm loaning 
business in this bill. because ot the fact that we have il Kay mers’ Ho ie 
Administration, and if that isn’t working right, it is all, in my opinion, 
due to the administration of the program. 

Now we have a farm home organization in Colorado, and we have 
had a tough era there, in fact, we were the center of the dry section of 
the United States. But we have done some wonderful work. This 
would only gum up the matter and I am sure the committee will think 
seriously before incorporating a farm loan in this small-business 
activity. 

Mr. Mutrer. I think our subcommittee would be in agreement with 
you, Mr. Hill, on that subject. As a matter of fact, no one came 
before the subcommittee during the hearings, at any time, with such 
a proposal. Therfore, we did not consider it. 

Mr. Hitz. They are separate and distinct and should be kept that 
way, in my personal opinion. 

Mr. Muvrer. That is all. 

The Cuarrman. Are there further questions / 

Mr. Henperson. Mr. Chairman. 

The CuHarrmMan. Mr. Henderson. 

Mr. HENDERSON. Mr. Hill, it has been suggested that the perma 
nency of this agency should not be considered because we don’t want 
to even admit that small business problems are going to be ery 
for all time. But if this agency were made permanent, would it not 
be possible to eliminate it ata future time if all reason for its existence 
disappears. 

Mr. Hitt. Well, of course, Congress has the right at any time to 
amend any laws it passes, and so we could do just what we did the 
other day on the soil bank—knock it completely out, any year Con 
eress desires to pass such legislation. 

But let me say this: I tried, in the best way I could, place in 
the record the arguments as to why the Small Business ies 
tion should be permanent. One of them is very important, and you 
must not miss it: You just cannot get the right tvpe and kind of per- 

sonnel in a temporary agency. Every good civil-service employee, 
knowing that he is in a temporary agency tries to find a job com 
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parable to the one he has in a permanent department or agency. What 
does he do when he finds a new job? He asks for a transfer, and so 
would any other high class member of the personnel who work under 
civil-service regulations. 

Mr. Henpverson. Well, now you alluded to something that I believe 
does not appear in the record that there are other te mporary agencies 
in Government. 

Mr. Hitt. The Farmer’s Home Loan Administration is one of them. 
There are several. I can’t name all of them. But there are several 
agencies we have set up and they have to be renewed or extended by 
the Congress. 

Mr. Henperson. Do you find this temporary nature is crippling 
them ¢ 

Mr. Hiui. It has been crippling to the Farmer’s Home Adminis- 
tration, particularly in finances. You cannot keep top loan men who 
must evaluate property, as well as the person requesting the loan. 
Just as soon as the Farmer’s Home Administration gets a man up to 
where he becomes worthwhile to the taxpayers of the country, some 


bank comes along and says, “Here is $8,000 a year.” And he js still 
under a 5 or 7 in civil service. What is he going to do? He is going 
to go into private industry. And out goes your efficient, worthwhile 


employee. That is a good argument for a permanent agency. 

Mr. Henperson. Thank you. Your statement has been a very 
fine one. 

Mr. McVey. I think you have taken a very broadminded position 
on this situation, in your stating that you are willing to have the 
Multer bill substituted for your own bill. 

In your opinion, would you advocate a change in the personnel of 
the old Small Business Administration? I understood you to say you 
would be w ing to compromise to tl le extent ol his aving a small busl- 
ness man and a small banker join in the work of this committee, is that 
true / 

Mr. Hinw. That is true. 

Mr. McVey. Does either your bill or Mr. Multer’s bill contemplate 
that / 

Mr. Hitn. Mine just continues it as is. Mr. Multer’s changes it to 
the two. 

Mr. McVey. He doesn't include the two categories ? 

Mr. Hitw. No. But in my personal opinion I wouldn’t include them 
either unless I put another one on. I have always felt that 5 is much 
better than t. So I would say, let’s accept Mr. Multer’s proposition, 
but let's add these other two men who are already on. Mr. Barnes 
will tell you thi: at they have worked gry very close lv with him. Talso 
understand from 1 of the members of 1 of the de ‘partments who does 
the work with Mr. Barnes, that he has never had any other duty in- 
sofar as SBA was concerned, than determining loan policy. I know 
from that, Mr. Barnes has worked very closely and very excellently 
with these 2 secretaries, which would mean, if you left them on, and 
added the 2 small business representatives, plus the Administrator, 
vou would have a board of tive. I agree with Congressman Multer, 

don't think we should put the small-business man and small banker 
on a full-time basis. 

Mr. Breeping. Mr. Chairman. 

The CuatrrmMan. Mr. Breeding. 








256 SMALL BUSINESS ACT 


Mr. Breeprxe. Mr. Hill, I want to compliment you and congratu- 
tate you on your statement. You and I both come from the same part 
of the United States, divided by a State boundary, and therefore our 
problems are similar. I noticed in the newspaper this morning that 
the Small Business Administration is seeking Cabinet status. 

Just what does that mean ? 

Mr. Hux. Mr. Breeding, I appreciate the fact that you alluded to 
the matter that you and I were both raised in the same State, Kansas. 
I have not seen anything nor have I heard anything about cabinet 
status for the Small Business Administrator. 

Mr. Brerepine. Thank you. 

The Cuammnan. If there are no further questions, Mr. Hill, we are 
very glad to have your views and we will give them intensive study 
when the committee meets in executive session. 

Mr. Hux. Thank you so much for your indulgence. 

The Cnatrman. Our colleague, Mr. Seely-Brown of Connecticut, 
is the next witness. Will you take the witness chair, sir? We will be 
glad to have your views on the bills under consideration. 

Mr. Seety-Brown. Thank you, Mr. Chairman. 


STATEMENT OF HON. HORACE SEELY-BROWN, JR., A REPRESENTA- 
TIVE IN CONGRESS FROM THE STATE OF CONNECTICUT 


Mr. Srery-Brown. Mr. Chairman, I am also a member of Subcom- 
mittee No. 2 of the House Small Business Committee. ‘This subcom- 
mittee, as has been stated, has held long, detailed hearings on the op- 
erations and activities of the Small Business Administration. I want 
to compliment my colleagues on the subcommittee for having done suc! 
a very thorough job in examining the Smal] Business Administration 
and for the time they have taken out of their busy schedules to go so 
carefully over the original Smal! Business Act, as amended, and the 
various bills which have been introduced. 

In effect, the identical bills introduced by the members of the Small 
Business Committee contain relatively few changes from those recom- 
mended by the administration which were included in the bill (H. R. 
6645), introduced by the gentleman from Colorado, Mr. Hill. Some 
of these changes are important and will work to the benefit of small 
business and for better administration of the Smal] Business Act. 
Both bills which are under consideration by the Committee on Banking 
and Currency follow very closely the provisions of the Small Business 
Act of 1953,.as amended. The most important feature of the bills is 
that both are designed to give the Small Business Agency a permanent 
status. I am sure that we will have no difficulty in reporting a bill 
to the House which not only will improve the administration of the 
Small Business Act but also will provide stronger legislation to assist 
small business in securing financial aid and Government procurement 
contracts. 

I am also in complete agreement with the increase in disaster loan 
authority and with the measures included in the bills before us which 
will permit the Administrator of the Small Business Administration 
to legally accept voluntary services of personnel from banks, Govern- 
ment agencies, and other institutions which will enable those in disaster 
areas to more rapidly avail themselves of the assistance supplied under 
the Small Business Act. 
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I am extremely gratified to be a member of Subcommittee No. 2 and 
to have engaged in work which resulted in the unanimous approval 
of the subcommittee. 

The Cuarrman. I know we all rejoice that our colleague, General 
Anderson is back from the hospital. I know we all hope that, in the 
language of Rip Van Winkle, he may live long and prosper. 

The committee will now adjourn to meet tomorrow at 10 o’clock. 

(Whereupon, at 12 o’clock noon the committee adjourned to recon- 
vene at 10 a. m., May 21, 1957.) 
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WEDNESDAY, MAY 22, 1957 


House or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met at 10 a. m., Hon. Brent Spence (chairman) 
presiding. 

Present: Chairman Spence (presiding), Messrs. Brown, Rains, Mul- 
ter, Addonizio, Mrs. Griffith, Messrs. Vanik, Anderson, Talle, Kilburn, 
Widnall, Betts, Seely-Brown, and Chamberlain. 

The Cuatrman. The committee will be in order. 

Our first witness this morning is Representative Frank Thompson, 
Jr. Mr. Thompson, if you have a prepared statement, you may pres- 
ent it to the committee. 


STATEMENT OF HON. FRANK THOMPSON, JR., A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF NEW JERSEY 


Mr. Tuomrson. On January 10, 1957, I introduced in the House 
of Representatives H. R. 2513, legislation to amend the Smal] Business 
Act of 1953 to abolish the Loan Policy Board of the Small Business 
Administration, to make the Small Business Administration a perma- 
nent agency of the Government, and for other purposes. 

I am glad that, after several months of indecisiveness, this adminis- 
tration also has decided that the Small Business Administration should 
be made a permanent agency. On April 4 Senator Edward J. Thye, 
Republican, Minnesota, introduced legislation for himself and a large 
number of Senators to carry out the administration’s new-found 
resolve. 

In the House legislation to make the Small Business Administra- 
tion permanent has been introduced by 12 of the 13 members of the 
Select Committee on Small Business. This bipartisan legislation 
is splendid, I believe, and is widely supported by many small-business 
men. 

The reasons for making the Small Business Administration perma- 
nent are many, and these reasons are indisputably valid. 

The Small Business Administration is now 4 years old and has 
proved its effectiveness in many respects. 

If made permanent, this Federal agency will be able to attract 
more competent personnel, banks will more willingly participate in 
loans to small business, and procurement activities of the Small Busi- 
ness Administration in behalf of small business will be expanded. 

These objectives are worthy objectives, and we can all support them 


with a clear conscience. 
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The Subcommittee on the Select Committee on Small Business of 
the House of Representatives recommended elimination of the Loan 
Policy Board, and also declared the continuation of the Small Busi- 
ness Administ ration was a necessity. 

These recommendations were contained in House Report No. 1045, 
84th Congress, 1st session. Members of the subcommittee were Repre- 
sentative Abraham J. Multer, chairman; Representative Joe L. Evins, 
and Representative R. Walter Riehlman. 

My bill, H. R. 2513, is designed to carry out the recommendations 
of the subcommittee. 

My bill will, if enacted into law, be clear indication to the more 
than 4 million small-business men of our country that the Congress is 
well aware of the plight they face when they are confronted with the 
need for financial assistance where such assistance is not presently 
available through private banking institutions. 

Tiouse Report No. 1045 of the Select Committee on Small Business 
points out that section 204 (a) of the act creating the Small Business 
Administration declares that— 

In order to carry out the policies of this title there is hereby created an agency 
under the name of Small Business Administration * * * and it shall not be 
affiliated with or be within any other agency or department of the Federal 
Government. 

I have underscored this point. 

The subcommittee, in its report, declares unanimously : 

It is clear from the evidence adduced at the hearings that the Small Business 
Administration, in order to perform the function for which it was created, should 
be charged with the duty and responsibility of formulating loan policy. As an 
independent unaffiliated agency, the Administration should be responsible only to 
the President and to the Congress for its actions The evidence indicates that 
the Loan Policy Board makes no substantial contribution in carrying out the 
intent of Congress with respect to providing assistance for small business 

The report goes on to say this: 

The Board has met approximately once a month since its inception and, al 
though it has issned a loan policy statement. the record is clear that the deter 
minations were always unanimous and the Board merely followed the recom- 
mendations of the Administrator of the Smail Business Administration. Mr 


Wendell B. Barnes, Administrator of the Small Business Administration, testi- 
fied : 
“Sometimes the Loan Policy Board considers something for a month or two 


before we move into it.” 


So it comes down to this, gentlemen, as the House Subcommittee on 
Government Procurement. Disposal, and Loan Activities of the Select 
Committee on Small Business points out : 


The procedure of the Loan Policy Board appears to delay important decisions 
and hampers efficient administration rather than serving to expedite the important 
lending functions of the act. In view of the foregoing experience, this subcom 
mittee recommends that section 204 (d) of the act be repealed. The subcomm 
tee feels that the responsibility and jurisdiction for the policies, as well as the 
operations, of the Small Business Administration should lie solely within the 
administration of the agency. It is clearly the intent of the Congress that the 
Administrator be responsible for the activities and functions of the agency and 
that the agency be wholly independent and unaffiliated as provided in section 
204 (a) of the act. 


Our colleague, Representative Joe lL. Evins, a subcommittee member, 
filed a statement of additional views declaring: 


I agree with my colleagues’ recommendations for removing the Secretaries of 
Commerce and the Treasury from the SMA Loan Policy Board. 


As 
SBA 


pass 
Plat 
sion 
todz 
busi 
it W 
bus! 
mer 
inte 
smi 
ma 











SMALL BUSINESS ACT 261 


As for the Secretary of Commerce, Congress considered the question of making 
SBA a part of the Department of Commerce at the time its basic law was 
passed. And Congress considered this question earlier when the Small Defense 
Plants Administration, SBA’s predecessor agency, was created. On both occa- 
sions Congress rejected this idea, and for reasons which are perhaps sounder 
today than they were on those occasions. It was decided to make the small- 
business agency separate from the Department of Commerce for the reason that 
it was widely believed that the Department of Commerce is essentially a big 
business agency, formulating policies for the benefit of big business. The com- 
mercial interests of big business are not always in harmony with the commercial 
interests of small business. If it is sound policy to have a separate agency for 
small business, then I question the propriety of having the Secretary of Commerce 
making policy for the smail-business agency. 

So much for the report of the Subcommittee of the House Select 
Small Business Committee. I think the subeommittee is to be com- 
mended for its splendid report 

I am pleased to note that Subcommittee No. 2 of the House Small 
Business Committee unanimously agrees that the Loan Policy Board 
should be eliminated and the Small Business Administration made 
permanent, Twelve of the 13 members of the full Select Committee on 
Small Business have introduced legislation to effectuate these purposes 
as I mentioned earlier. 

Many of us are deeply concerned about what clearly appears to be 


big bi 7 ess s domination of the Department of Commerce. 
red < H. Hueller, Assistant Secretary of the United States De 
partment ¢ if Commerce, last month confirmed these suspicions. 


Mr. Mu ‘Her, an former presid nt of the » Mueller Ku niture ( ek. of 


Grand Rapids, Mich., declared, in an abla w with the press, that 
bad management was the real reason for most small business failures. 

Last year the big business-dominated United States Chamber of 
Commerce eire ul lated a booklet which reached the sane conclusions. 


G ore’ oF Burger, vice president of the Nation al Federation of 


Independent Business with a membership of approximately 100,000 
i . a . | ae . 

small-business men, indignantly wrote to President Eisenhower that 

the mounting opinion in the ranks of small business is that the Depa ment of 


Commerce as a whole does not speak and act in the best interest of mail busi- 
ness 
and he recommended to the President that officials be appointed to head 
the Federal Department of Commerce who have an understanding of 
the problems of small business. 

In a letter to me under date of April 29, this year, Mr. Mueller 
pont d out that he represents 
Secretary Weeks on the Cabinet Committee for Small Business and he reiterated 
his belief that small business failures are due to management failure. I also 
firinly believe 


wrote Mr Mueller 


that most of those who quit business, voluntarily or involuntarily, do so because 
of lack of managerial ability in all of its manifestations. 

Phis answer is just a little too pat. For instance, in its final report 
the House Small Business Committee pointed « out that the Defense 
Department is by far the biggest spender of Federal funds and it alone 
passes out about $1.5 billion of research money annually to private 
companies. A full 95 percent of these funds goes to companies employ- 
ing more than 500 workers. In other words. it voes to big business. 
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In the past 3 years, research contracts totaling $4.7 billion have 
been awarded. Of this vast sum $4.6 billion, or 98.1 percent, has gone 
to the 500 largest contractors. 

According to a recent report issued by the Office of the Assistant 
Secretary of Defense for Supply and Logistics, 95 percent of all busi- 
ness firms in the Nation received only 16.7 percent of more than $12 
billion of defense contracts awarded during the first 8 months of 
fiscal 1957. This was down from 25.3 percent of 
received by this group in 1954. 

This, then, is the reality of the situation which leading Depart 
ment of Commerce officials are perfectly aware of when they talk about 
management failures. 

[ am very proud of the fact that in a poll of its nationwide member 
ship, the National Federation of Independent Business found that 83 
percent of its membership of more than 100,000 small-business men 
favored my bill. I hope this committee will be as favorably inclined 
toward it. 

I think a great number of the Congressmen interested are in agree 
ment the Loan Policy Board should be established and the Small Busi 
ness Administration be made a permanent fixture of the Government, 
the advantages of which are obvious, and which I have tried to set 
forth in my statement. 

I think that it will suflice e xcept to say I hope that either my legis 
lation, or identical legislation from Mr. Multer from New York. or 
my distinguished friend from Connecticut, Mr. Seely-Brown, will be 
adopted in this session of the Congress, because it is increasingly ob 
vious that small business throughout the United States must have 
relief, particularly in the field of research and development under 
Government contracts, 95 percent of which are now concentrated in bio 
businesses. 

I thank you very much, Mr. Chairman. 

The CnarrMan. Mr. Multer. 

Mr. Muurer. Mr. Chairman, I have no questions, but I would like 
to indicate it has been a tremendous help both to the Congress and to 
small-business men generally to have Mr. Thompson's cooperation. He 
has been very diligent in his efforts to aid small business. I have had 
the opportunity to get a preview of his statement. I am very happy 
to see that he Is In accord with practically everything that the Small 
Business Committee has recommended. 

The Cuamman. Weare glad to have your testimony, Mr. Thompson. 
We are considering the general subject, and I am sure your bi 1 
your statement will be considered : i the proper t ime. 

Mr. THompson. Thank you, Mr. Chairman Ms 

The Cuarrmman. The next witness is Mr. Coffin. I am informed 
Mr. Coffin is not here as yet. Does Mr. Multer want to proceed ? 

Mr. Murer. Yes, Mr. Chairman. 


The CHarrman. You may proceed. 


defense contracts 


and 


STATEMENT OF HON. ABRAHAM J. MULTER, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF NEW YORK 


Mr. Muurer. Mr. Chairman, for the record. Iam Abraham J. Mul 
ter, Representative from the 15th District of New York. 
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I appreciate the opportunity you give me to appear here as a wit- 
ness, rather than as a member of this committee, and I hope to be able 
to give you the benefit of the thinking of Subcommittee No. 2 of 
the House Small Business Committee, as well as that of many of the 
members of the full committee. 

As you know, 12 of the 13 members of the House Small Business 
Committee have introduced bills identical with H. R. 7474, which seeks 
to set up the Small Business Administration as a permanent agency, 
and to work changes in the existing statute which we trust will make 
the agency a more effective one in accomplishing the intent and pur- 
pose of the C ongress. 

Just so that the record may be complete on what has been done by 
the Small Business Committee, I would like to indicate that after 
fairly lengthy hearings by Subcommittee No. 2 of the House Small 
Business Committee, all of which have been printed and I believe are 
before this committee, consisting of some 429 pages, a notice was sent 
on May 4 to the members of th: at subcommittee, and to the r: anking 
minority member, Mr. Hill of the full committee, and to the chair- 
man of the full committee, Mr. Patman, advising them that executive 
sessions of the subcommittee would be held on May 8 and 9, 1957, and 
inviting them to attend. 

I might also indicate that under the rules adopted by the Small Busi- 
ness Committee, the chairman and ranking minority member are not 
only ex officio members of the subcommittee, but have a right to vote 
therein. For that reason both the chairman and minority member 


were invited to attend and participate in the work of Subcommittee 
No. 2 


Subcommittee No, 2 agreed unanimously after 2 days of executive 
sessions on the form and substance of H. R. 7474. In accordance with 
what had been done in prior years, copies of that bill were sent to all 
members of the full committee so that all of those who desired to do 
so could join in cosponsoring it. The result is we have a bill cospon- 
sored by all of the 6 Republican members of the full committee and 
6 of the 7 Democratic members of the full committee. 

I think that speaks well for the desire of that committee to do a 
good nonpartisan job in bringing before this committee a bill which 
will best serve the small-business men of the country and at the same 
time to present a bill which is most likely to meet the objections and 
include the suggestions of all members who are interested in further- 
ing the small- gag enterprises of our country. 

I would like to briefly touch upon some of the changes that are 
effected or will we effected if H. R. 7474 is enacted. I will follow the 
mimeographed copy of the bill, because in that bill we have indicated 
very clearly by underlining the changes from existing statute to the 
proposed pelt 


On page 1, there is a technical change, which is approved by the 
administr: aa 
It merely clarifies what we say is the intent and purpose of Con- 
gress, not in giving small] business a preferred position, but trying to 
give it an equal competitive position with big business in our economy. 
In section 102, which begins at the bottom of page 1 of the mimeo- 
graphed copy of the bill, we find the change in the language as to defini- 
tion. For many years, the House at least has been almost unanimous in 
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agreeing that the arbitrary 500-employee definition, as adopted during 
the World War II years, was not doing the job it was intended to do. 

We recognized that during the war we had to have some kind of a 
definition, arbitrary though it might be, that would simplify the work 
of the procurement age neles. But ever since that, every committee of 
the Congress that has looked into the matter, certainly on the louse 
side, has determined that that definition was unfair and does not de 
Justice to small business. 

The Government Operations Committee of the Hlouse has repeated] 
found fault with that definition. Every time the House Smal! Bus: 
ness Committee has considered the matter, we have unanimously re 
ported that that definition was unrealistic and unfair and should be 
changed. 

When we wrote into the last enactment of the Small Business Act, 2 
provision requiring the Small Business Administrator to promulgate 1 
definition of small business, which would be different than the arbi 
trary D00 employee definition, we though that we had moved a long 
way toward accomplishing the intent of ( ‘oneress. 

After much urging and prodding by the Small Business Committee, 
the Administrator did promulgate a definition. He broke it up into 
two parts. One definition covered the financial assistance program, 
and the other applied to procurement. 

While he found no difficulty in making a definition which ignored 
the 500 rule, and tried to be realistic, so far as financial assistance 1 
concerned, in the definition, in the second part of the definition, apply 
ing to procurement, he adhered to the precise definition we had been 
finding fault with all through the years. The Small Business Com 
mittee, through Subcommittee No. 2, conducted a public hearing on the 
proposed regulation setting up that definition. We heard all of those 
who participated in making the ck finition. 

As you were told, the Small Business Administrator, Mr. Barnes, 
convened a task force representing all the agencies of Government. No 
small-business man, nor any representative of any small-business as 
sociation, was invited to participate on that task force or in any of its 
deliberations. 

It was, therefore, not surprising that although one agency, the Gen 
eral Services Administration, indicated that the 500 rule was a bad 
rule and that there would be no difficulty in adopting a more realistic 
one, al] the other agencies apparently followed the Defense Depart 
ment lead of insisting that only the 500-employee definition was 
workable. 

As a result of that hearing, the subcommittee unanimously agreed, 
and the full committee unanimously agreed, and so reported to the 
Congress, that that part of the definition, which adhered to the old 
Defense Department rule and statute of 500 employees should be aban 
doned—it should not be promulgated as an effective regulation, and 
that at least temporarily the Small Business Administration should 
follow the same rule for procurement as it had promulgated for finan 
cial assistance and then come up with a better definition if it found the 
financial assistance definition did not work well in procurement. 

We were very much disappointed and surprised to find that never- 
theless, the Small Business Administrator promulgated and made ef 


d 
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fective the very definition we had unanimously condemned as to pro- 
ecurement. 

Mr. Brown. What is the difference between your definition and the 
definition in the Hill bill? 

Mr. Mu rer. His definition permits adherence to the old statute 
which we repealed in 1955, saying any business of less than 500 em- 
ployees is small business and anything over that is big business, for 
the purpose of procurement. 

The definition which the Administrator promulgated for financial 
assistance, breaks the economy down by industries and in certain indus- 
tries he uses as a first guide, 250 employees. In some industries such 
as the electronics industry, he says as many as 1,000 employees may be 
small business. We wrote into the statute in 1955 a provision—and all 
the ner before you contain that same provision—whereby in any in- 
stance any pane urement agency or small business or any competitor or 
big ater ss, for that matter, who finds fault with the determination or 
the veirulation as affecting a particular company, that they have a 
right to go to the Small Business Administrator and present the facts 
and on the facts of the particular case, either involving a company or 
an industry, then the Small Business Administrator is authorized by 
law to make a determination that the particular situation calls for, 
and issue a certificate accordingly, as to whether or not the particular 
firm or industry is small business. 

The Cuamman. What is the difference in the definition with ref- 
erence to loan requirements and procurement? Is there a difference? 

Mr. Muuter. Yes. 

The CuarrMan. What is that difference ? 

Mr. Muurer. For financial assistance the Administrator starts by 
breaking down the economy into different industries and he has a dif- 
ferent rule as to each industry. 

[ would like to have Mr. Irving Mannes, who is counsel to the Small 
Business Committee, and assigned to Subeommittees Nos. 1, 2, and 
3, sit with me. If Mr. Dalmas is in the room or when he does come 
in, | would like to have him join me, Mr. Parke Dalmas is the minor- 
ity a dviser to the committee. 

I mght say that both of these gentlemen were of extremely important 
aid and assistance to the committee, in all of its work. To come back 
to your question, in House Report No. 2964 by Subcommittee No. 2 
of the House Small Business Committee of the 84th Congress, we 
have set forth in full, as appendixes, beginning at pages 11 and through 
page 20, the definition as promulg rated by the Small Business Admin- 
istrator. There you have the small business size standards set up by 
him for financial assistance. You will find it is broken down by indus- 
tries. And I indicated to you in most industries, a concern is said to 
be small business, if it has no more than 250 employees. In some in- 
stances, it may have as many as 1,000 employees. 

That was the determination of the Small Business Administrator, 
after he had had this task force meeting and we had our hearing. 

Nevertheless, as to procurement, he takes the same language as 
his starting point, of the old statute which we repealed, of 500 em- 
ployees. As I indicated, the statute permits him to make a different 
finding in any case in accordance with the information submitted to 
him, whenever anyone comes in in either the financial or procurement 
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program and submits proof that the rule should be different as to any 
particular company. 

Mr. Brown. I understand the number of employees will not be any 
test at all. 

Mr. Mutrer. No, sir. In the proposed new bill, we say that the 
number of employees—let me give you the exact language. 

After continuing the existing language of the statute, which says he 
may use these criteria, among others, to wit, number of employees and 
dollar volume of business—now mind you, that is the way the statute 
has read ever since we enacted it, that in setting up the definition of 
small business, and this is the language of the statute—a small business 
concern shall be one that is deemed to be independently owned and op 
erated and which is not dominant in its field of operation. 

In addition to the foregoing criteria, the Administrator, in making 
a detailed definition, may use these criteria, among others: Number 
of employees and dollar volume of business. 

That is the way the statute has read up to now and still reads, but 
SBA has ignored dollar volume of business, or any other criteria and 
used solely the number of 500 for that definition for procurement. 

So we now add to that language having in mind he has continually 
refused to follow the recommendations of the Congress in that regard, 
we add this proposed language in the bill before you, and I quote: 
Provided, however, That no definition promulgated by the Administrator for any 
purpose whatsoever shall be based solely on the number of employees: And 
provided further, That without undue delay, the Administrator shall establish 
a definition of small business which definition shall be consistent with the intent 


of Congress. The definition presently in use by the Administrator for financial 
assistance is hereby continued as the definition for all purposes until the Ad 
ministrator adopts a new definition based on the criteria stated herein. 

In other words, if this language is written into the law he ean still 
use the number of emp ployees : as one of his criteria but m: Ly not use it as 
his sole criteria, as he is doing now, for procurement purposes. 

The CHatrmmMan. But the committee never decided on a definite 
rule. The committee was disappointed that both of them left it to the 
Administrator. 

Mr. Mutrer. When you say the committee, you mean do you mean 
the Sm: all Business Committee, sir ’ 

The Cuarrman. Yes. You did not. In your bill there is no defini 
tion. You supplant those definitions. 

Mr. Murer. Yes. tothis extent. 

The Cuarrman. What isthe definition in the bill / 

Mr. Mctrer. I have just read it to you, sir, the new language of the 

bill. I will read it again. This is the additional language added to 
the existing statute by this bill. 
Provided, however, That no definition promulgated by the Administrator for any 
purpose whatsoever shall be based solely on the number of employees: And pro 
vided further, That without undue delay the Administrator shall establish a 
definition of small business which definition shall be consistent with the intent 
of Congress. The definition presently in use by the Administrator for financial 
assistance is hereby continued as the definition for all purposes until the Admini 
strator adopts a new definition based on the criteria stated herein. 

In other words, we will say to him, “by this statute this financial 
assistance definition as now promulgated and in effect and as set forth 
on pages 11 to 20 of House Report 2964, shall be the definition for pro- 
curement purposes as well as finane ial assistance purposes,” until he 
comes up With a new definition. 
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The CHairMan. You say you are dissatisfied with that definition 
and define a better one 4 

Mr. Muvrer. Yes, but since we say also that the financial program 
is a good one and working, until he finds it cannot work in procure- 
ment, he shall use that definition. We think that is a fair approach. 

Mr. Ratns. Let me ask you this, Mr. Multer. It seems to me what 
you really do is maintain the criteria for the definition presently in the 
act and add to it one additional requirement that he shall not base it 
solely on the number of employees. It seems to me you are going to 
make it more difficult to arrive at the decision whether it is small busi- 
ness, if you say he shall not base it solely on that. Maybe he could ar- 
rive at the definition of small business, easily as to number of employ- 
ees, but when you say it can’t be based on that solely, don’t you think 
it would be better to say in the bill that criteria he must consider in 
determining shall be not based solely on the number of employees ? 

It seems to me pe are telling him even though you may be con- 
vinced it is small business now under it, We are now adding another 
step you cannot act until you find it is not based solely on numbers. 

I get the impression you are tying it up and mi: iking it a little more 
confused than it is. You are giving him another way out by saying 
“wait a Senate, this is small] business based on the number of em- 
ployee s, but I can’t take that solely.” 

If vou were to say he shall consider those facts, it seems to me, in 
making his determination, that would be better. But I don’t think you 
ought to eliminate all of the others but saying he cannot find it small 
business, until he considers all of these others. 

Mr. Meurer. The difficulty, as I explained before you came in, is 
that the statute required him to use his discretion in arriving at a defi- 
nition. We said he nay use these criteria among others, number of 
employees, and dollar-volume of business. We did not limit him to 
either one of them. But he limited himself to the number of employees, 
and in spite of ~ unanimous report of the full committee and of the 
subcommittee against his using solely the number of employees, he 
nevertheless es «don promulgati ing that definition, at the same time 
promulgating a different definition as to financial assistance. 

It may be we can improve the language 

Mr. R were It seems to me it would be better to say in language, 
it shall not be ae ited, or shall not be excluded simply as small 
business, solely because he ha is more employees than 500. But if the 
criteria is clear, it is now small business, why tie it up more. We would 
like the definition a bit broader and that is what I think you want to 
do. 

Mr. Muvrer. That is what we are trving to do. In this definition he 
promulgated after the task force met with him, he found most of the 
small business concerns have less than 250 employees. Some, as J 
indicated, have as many as a thousand. But when he gets to the pro- 
curement side, purely as a matter of convenience to the procurement 
agency, he says let’s stick to this 500 figure. 

Mr. "Rays. I see your point. 

Mr. Mvvrer. I think possibly we can adopt your suggestion, and put 
that language in the reverse way, so that he knows he still may use it. 
but must look to other criteria, too. 

Mr. Rarys. That is right. 
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Mr. Mutrer. And again I would like to indicate that there is lan- 
guage in the statute now, which we are not changing, which permits 
anyone who finds fault with the definition as it applies to any particu- 
lar concern or industry, to come in and on a presentation of facts, ask 
for and obtain, if entitled to it, a different certification. 

So we have not tied his hands. He may take all of the facts as they 
apply throughout the country, or as they may apply in a particular 
industry, or a particular company. He will retain full discretion and 
right to act. What we are trving to do is stop him from continuing 
the old 500 employees rule, which we took out of the statute and 
which we have several times told him is not a realistic approach to 
procurement. 


The Cn AIRMAN, Does not the 1 umber ot emplor ees, W ei aeie a | irve 


or small institution, depend upon the character of the business? 
Mr. Mutter. Yes. 
The Cramman. A crocery store with 500 emplovees would be a very 


i 
large institution but a steam plant with 500 emplovees would be a 


small institution 7 

Mr. Mctuter. Yes. We have that in mind in the laneunge we use 
in the bill. 

Mr. Srerriy-Brown. Is it not true that the testimony before the sul 


committee indicated the definition used in providing financial essist 
ance was working out reasonably well, and that that definition had a 
degree of flexibility that made it work’ What we tried to do was to 
suggest since that definition with its flexibility has worked out well 
for loan assistance, let us see if we cannot write ll equally flexible 


definition which will provide hona fide help to the recognized small 
business community for procurement purposes 


If I understand Mr. Rains’ arguinent, his only question was that the 
lancuage of the bill might preclude a small business, rather ian make 
it possible for it to come in under the terms of the act. 


Mr. Rarns. Of course, a elance at it, and reading of the bill, indi 
cates to me vou are adding a restriction instead of broadening the base. 
I think vou are trving to broaden the base. 

Mr. Muurer. We are trying to broaden the base and not limit it. 
Mr. Seely-Brown is quite right: the test imony before the subcommitt e 


indicates the financial assistance definition is working well. None of 


the procurement agencies, all of whom appeared before th committee, 
could indicate why they could not work satisfactorily with that defin 
tion. They were just reluctant to try it. We think what they should 
do is trv the financial assistance definition for procurement. 

If it do > not work out. the Administrator has the right to change 
it overnight. At least they ought to give it a trial. 

The next change suggested in the bill is a purely technical one at 
the bottom of page 29. There is no objection to the language change. 
It refers to Federal Executive Pay Act. There 1s no increase of pay 
called for, but it merely makes the same language applicable to this 
agency as to all the other agencies. ote 

| We simply put in the same language that applies to other Federal! 
agencies, On the next page, page 3, we increase the authorization to 
$700 million, instead of as it presently appears in the act . 

Mr. Barnes has indicated that if in the judgment of this committee, 

that should be the amount. he will go along with it, although he has 
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reconumended a smaller sum. We believe this is the more realistic 
sum to be asked for, having in mind he still must go before the Appro- 
priations Committee and justify his request for appropriations, 

An authorization like this mi aking money available for loans Is ac- 
tually not spending of money. Neve theless, we follow the language of 
the various statutes that apply to almost all the other lending agencies, 
of requiring the agency to come in before the Appropriations C ommit- 
tee and justify their request for the amount needed for the new fiscal 
vear. 

Twice now, the Small Business Administrator has been compelled 
to come in and ask for more money because his original request and our 
authorization was not enough. 

Mr. Brown. What is the maximum loan now ? 

Mr. Murer. ‘The maximum loan now is $250,000, and in our pro- 
posed bill we do not change that. 

Mr. Brown. What about $500,000? Do you think that would be 
better ? 

Mr. Murrer. I think you will find, sir, in this eeconomy-minded 
Congress, and I am not saying that to find fault—I think we must be 
economy-minded—I voted for some cuts, as m: iny of these Members 
did, and I voted : against others, but in this economy-minded Congress, 
[ don’t believe you can convince most of the Members that a $: 500.000 
loan is a loan for a small-business man, 

In our hearings, before this Banking and Currency Committee, I 
asked Mr. Burger, who represents one of the largest small- business 
men’s associations in the country, one of the most effective ones, if 
he knew of any cases of a small-business concern which sought a loan 
of more than $250,000 and he said he knew of no such instance. 

If the time comes when small business does need a loan of more 
than $250,000 from this agency, and it will be able to make out a case, 
[I think SBA will eall it to our attention. At no time, in our hear- 
ings either in the field or in Washington have we had anybody ap- 
proach us and say the $250,000 maximum loan from the Small Business 
Administration is too little. Even with the limitation of $250,000 from 
the Small Business Administration they can get a much larger loan by 
vetting a bank to participate. They can get as much as $500,000 if the 
bank takes half and the Small Business Administration takes half. 
Asa matter of fact, the bank can lend anything up to 90 percent with 
the agency making the other 10 percent of the participating loan, as 
long as the agence y’s limitation does not exceed the $250,000. 

Mr. Brown. I notice Mr. Patman is in favor of taking off the 
limitation altogether. What do you think about that? 

Mr. Muurrr. Our committee does not agree with him. I am now 
talking about the subcommittee, and I think most of the members 
of the full Small Business Committee would not go along with that 
= at this time. If at some future time a case can be made out 
for it, we would be the first to recommend it, but as it stands today, 
we say “No.” If you take the limitation off, this is no longer a Small 
Business Administration bill. That is a principle that the Banking 
and Currency Committee will have to determine. 

If you want to do that, let’s take the word “small” out and eall it a 
business administration bill. But I don’t think we will agree to that. 
[ think the principle we are agreed on is that we must give this special 
assistance to small business. Taking the limit off will not do that job. 
Bear in mind you can get a $5 million loan under this very act for 
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small business, if you will get 20 small-business concerns together, each 
one of whom will be entitled to $250,000, and if they qualify, they 
can get as much as $5 million. 

That is helping them get into a very strong competitive position with 
big business. 

Mr. Rarys. Talking about the bank participation, the trouble is, 
they won’t have it on too short a term, and it is my observation they 
will not participate in too small amounts, or any time you find one 
that will participate above 25 percent, you will find it a rarity. Isn't 
that about true ? 

Mr. Muurer. I think that is right, Mr. Rains. 

Mr. Rains. I don’t know what vou said before, but I would like a 
couple of questions answered and perhaps you could straighten me out 
on them. In the first place, 1 can’t see the necessity of making this a 
permanent organization. I can’t see the wisdom of that. Would you 
mind discussing that ¢ 

Mr. Mutrer. Yes. When we first brought this agency into being, 
it was the feeling we should do this on a temporary basis and see how 
it worked out. I think the experience has been good. While the 
agency got off to a slow start, 1 think they are making progress and 
doing a better job. As they get more experience with the functions 
assigned to them, they continue » improve their service. There is 
still room for much improvement, but I think the time has come when 
we must decide either to make this a permanent agency, or abandon it. 

Mr. Rains. You take these agencies in the field who represent the 
Small Business Administration. Under your bill would they be blank 
eted into civil service, or are they already under it / 

Mr. Muurer. They are already under civil service 

Mr. Rarns. Who in this agency is not under civ il s service ¢ 

Mr. Mutter. The Administrator, his deputies, and I believe his 
counsel. 

I think everyone else is civil service. I am not sure, sir, whether 
the regional directors are exempt or not. but I can get that informa 
tion for you and supply it to you. 

Mr. Ras. I would like to have it. 

SMALL BUSINESS ADMINISTRATION, 
OFFICE OF THE ADMINISTRATOI 
Washington, D.C., May 238, 1957 


Hon. ABRAHAM J. MULTER, 
House of Representatives, Washington 25, D.C 
Dear Mr. Mutter: Pursuant to the request of vour counsel, Mr. Irving 
Maness, I am forwarding to you the following information pertaining to the 
personnel staffing of the Small Business Administration. 


Employees serving under competitive appointments 40 

Employees serving under excepted schedule A appointments (positions 
other than those of a confidential or policy-determining character for 
which it is not practicable for the Civil Service Commission to ex 


amine )___ 26 
Employees serving unde r excepted schedule C appointments (positions of 

a confidential or policy-determining character ) En) 
Employees serving under other appointments (Administrator and three 

Deputy Administrators) ~~ ____ ee s j 
Total number of SBA employees as of May 22, 1957__- 1, 095 


If there is any further information you desire in this matter, please do not 
hesitate to call on me. 
Sincerely yours, 
WENDELL B. BARNES, Administrator. 


ud) 


W 
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Mr. Murer. I have been told that while the regional directors are 
in the classification of exempt positions, they nevertheless must qualify 
under civil service rules. 

Now may I continue for a moment in answer to your question about 
why this should be a permanent agency 

Mr. Rains. Yes. 

Mr. Muvrer. If this agency is to continue to do a job for small busi- 
ness in procurement, it must have the status of a permanent agency 
in order to be able to get the attention and the treatment it deserves 
and should be able to get from other permanent Government agencies. 

In both the procurement field and in the financial assistance field, 
if we did not make this a permanent agency, we will never be able to 
build ae a corps of employees who will be able to render the kind of 
service we demand from that agency. It must have permanency in 
order to keep good men for a fair length of time. 

As it is now, men come to them, particularly the financial officers, 
come to them on a temporary basis. The agency loses them almost as 
fast as it can train them. If we really want this agency to do a good 
job, we must be able to say to the men they recruit, that this is a perma- 
nent agency Ww here you can make a career. 

Mrs. Grireirus. Mr. Chairman, may I ask a question ? 

The Crairman. Mrs. Griffiths. 

Mrs. GrirrirHs. May I ask you, Mr. Multer, have you done any 
checking in the Small Business Administration on their role in procure- 
ment ¢ 

Mr. Muurer. Yes, we do that constantly. 

Mrs. Grirrrrus. Just exactly what has been their experience / 

Mr. Mtuurer. In some areas their experience has been good. lor 
instance, in the Jacksonville Naval Airbase, their experience there 
is good because the commanding oflicer, the military officer, is in tune 
with our thinking, in tune to congressional thinking in helping the 
small-business man. He goes out of his way to do a good job. He 
has a small business specialist on his staff who thinks the way he 
does and believes that small business has il real place to fill in (ov 
ernment procurement. There the Small Business Administration gets 
the utmost cooperation from everybody in that procurement office. 

Mrs. Grirrrrus. But it is because of an individual, it is not because 
of any method of the armed services, mmnelie, nor is it because the 
Small Business Administration is doing anything. 

Mr. Muvrer. In any number of other procurement offices it is bad. 
Philadelphia and New York are typical of the resentment which pro 
curement has against small business. They go out of their way to 
disqualify small business from participating in procurement. 

There we tind the Small Business Administration is doing a job 
against opposition, but they go in there and fi eht with the procure- 
ment officer. Many times they have to go so far as to issue a certificate 
of competency to a small business concern hat is obviously qualified, 
but the procurement officer does not want it to get the business. He 
disqualifies the concern. It goes to the Small Business Administra- 
tion, and they make a complete check and issue to him a certificate 
of competency, which under the law—which will continue if we enact 
any of the present bills. as we all agree on this—the Small Business 
Administration issues a certificate of competency which is binding on 
the procure ment offices. 
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Mrs. GrirrirHs. You mean the procurement officer can send in his 
own inspection people to say this business cannot be handled under 
this plan. But they have to accept the SBA certificate / 

Mr. Muurer. Yes. 

Mr. Sreery-Brown. Mr. Multer mentioned the name of the naval 
air station in Jacksonville—is it not also true that certain agencies 
of the Government, such as Atomic Energy Commission and General 
Services Administration in particular, and other Government agencies 
as well, have done a very good job in the filed of procurement help to 
smal] business 4 

I think it is also true, as the testimony indicated, that a special task 
force has been set up to see if it could not be possible to come up W itha 
program which would meet the desire that all of us have to help small 
business participate to an even greater deeree in Government pro 
curement. There was filed with our subcommittee a preliminary re 
port, which was encouraging certainly to the members of the subeom 
mittee, who read the report carefully and listened to the testimony. 

So Lagree with you, we have a problem. You put your finger on the 
problem, but I think that proper steps have been set up to help resolve 
that problem and the Small Business Administration, and the Ad 
ministration with the help of the committ Ol 


i 
] . } } } 
a task force program which I think will help answer to a very large 


] . 1 
ee are working together oO 


degree the question you raise, and I think the testimony 
Mr. Muurer. Mr. Seely-Brown is absolutely right. As he points 


out, General Services Administration and the Atomic Energy Com 
mission are doing a good job. As a matter of fact. they lead the v 
and the Small B ISIné Adi 1] stration nas learned from them hov 
they can go to other procurement age neles and do a better job for 
small business. 

Mr. Apponizro. To what extent is small business participating / 

Mr. Muurer. Today about 17 percent of all procurement is going t 
small business and e\ ery I ody agrees that isnot enough. 


— : | 7 : chat aa. ; 
Mr. Apponiz1o. Is it your contention if this is made a permanent 


age ney they would participate toa oreater extent / 

Mr. Murer. I believe the Small Business Administration, if made 
a permanent agency, can do an even better job than they are doing, for 
the small-business man. For the first half of 1957, the percentage v 
16.4 percent that went to smal] business. Last year it was 19.6. So it 


has fallen off. 
a? 4 
Which is another reason we feel it should be a permanent agency. The 


_ . e e ° . » } P 
fellow Sin procurement fee] tis going to { Id upand pi ‘eed To 17no0re 
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We find as each fy yvear pe riod come STO; close. the e ] “l fall nog tT. 


them. If this were a permanent agency, and they knew it was going to 
be sitting on them all the time, we could get the percentage up a 
keep it up. 

Mr. Rarns. I don’t want to be a prophet of doom, and I don’t want 
to prognosticate, but don’t vou think if conditions continue as the. 
are, interestwise. tight moneywise, hurts to small business, that 


years from now what we are talking about now of this 8700 million w 1] 


be oh, just chip in the bucket. and that instead of a small-business 


deal such as you are talking about making permanent, that it may 
become absolutely essential for us to go back to—we won't call it 
RFC, but if made a success in its dav. an | therefore it mieht he Wis 
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to continue this on a temporary basis—I don’t say the day will come, 
but it will come if we continue to go down the road we are on, and 
not fasten on ourselves a permanent agency which as a small-business 
operation shall be too ta to do the job that ought to be done. Don’t 
you think that the job that is to be done could be greater than even 
contemplated in this particular bill ¢ 

Mr. Murrer. If you are right, and none of us can prognosticate 
that far ahead. that tight money will continue for 2 years, even if we 
set this up as a permanent agency, you can be sure this agency will 
be back before this Banking and Currency Committee 2 years from 
now or sooner and ask for an additional authorization at which time 
vou can review their activities and decide what they are doing and 
what they shoyld do. 

When we set it up as a permanent agency that does not mean it 
will continue forever and a day. Subsequent Congresses can always 
abolish it or put a time limit on its existence. 

Mr. Rains. I feel it takes it out from under the Congress, though, 
and my feeling is this is merely an experiment. It is not a deal big 
enough to meet the need. Everybody agrees with that. I feel if we 
establish it in a degree of permanency we have put the stamp of ap 
proval on an agency ni uch too small to do the job that Congress says 
has to be done. 


Mr. Muvrer. This has been an experimental program. I think it 
has proved itself. The time has come now when we must decide what 
TO do W ith this aveney. We helieve Wwe should take the position 10O Con- 
tinue this aveney as a permanent one. Whether or not it 1s going to 

e big enough only time can tell 

If money enses, and I can foresee that it may ease, if not this year, 
next vear, there wo! *t be as oreat a demand on the iwrency tor money 
as there is today. If the tight money pe lie) is goin r to continue and 
the demand continues to increase as it has in the past 6 months, certain- 


lv inthe next 2 years they will be back asking for an additional appro- 
priation, and ina substantially larger sum. 

Mr. Seriy-Brown. Will Mr. Rains yield ¢ 

Mr. Rarns. Yes. 

Mr. Seeiy-Brown. As I understand your comments a moment ago, 
you indicated a very proper concern, one which I share, that the banks 
were 1Ov 7 rticipating n the smal]-} siness loans to the degree we 
would like to see. I think one of cia. reasons they have not partici- 
pated was because of the fact the agency was not a permanent agency. 
In other words, they recognize any perenne contract they sign 
would obviously he good because if W s backed 1] rv the United Sts ites 
Government, but the testimony cert: sas indicated to our committee, 
that by making this agency permanent, giving it a permanent status, 
even though we may change the rules under which it operates in each 
Congress, as we always can do, that permanency might encourage the 
banks to participate to an even greater degree and I believe Mr. Multer 
will agree that was the testimony presented before our committee, and 
was another reason it would be helpful to make it a permanent agency. 

Mr. Munrer. I doagree. I expressed during the course of the pub- 
lic hearings a suggestion that one d: Ly this agency will attain Cabinet 
status. I think it should. I think if the economists of the country 
are right that the backbone of our economy, of our free enterprise 
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system, is the small-business man, we must have @ permanent agency) 
of this kind to watch out for them. Big business is taken care of by 
Commerce. Labor is taken care of by the Labor Department. At 
least that was the theory in setting up those Departments. There 
was a time when we thought the Commerce Department would take 
care of small business. It has never done so. It had a small-business 
office, but it was merely an office with aman in charge. I do not know 
of anything it ever did for small business. 

I think this a gency has proved itself. I think we can say this 
agency is the spokesman in Government for small business. 

The Cuairman. Do you think Congress would have less day-by 
day control over it as a permanent agency, than it has if it 1s solely a 
temporary agency ¢ 

Mr. Mt LTER. | think there would be more control over this agency 
by Congress, than most agencies. Most agencies find themselves 
under the jurisdiction of one committee. The Reorganization Act 
of 1946 charges the Banking and Currency Committee to examine and 
continually review the activities of all the agencies about which it may 
legislate. The Small Business Admit istration is one such agency. 
In addition, we have the House Select Committee on Small Business. 
I think that committee has proved itself and one of these days will 


be made a permanent committee. But whether as a select committee 
or a permanent eae it will continue to do the job during the 
vear, in the field and in Washi ngton, of making sure the ageney does 
the work and the ‘ob th: at Congress inten ls it should do. . 


The Cuatrrman. Do you have any statistics on the proportion of 
the national income that comes from small business and what per 
centage is that com pared to the contracts? 

Mr. Muvrer. I don’t think there are any complete statistics on small 


business. The Commerce Department through its Census Bureau 
did gather statistics on the manufacturing corporations. 1 stress the 
word “corporations.” I think Commerce found there were some 
945.000 manufacturing corporations which aecounted for between 40 


and 5O percent of the OYTOSS Nat ional product. 

I think they found that 92 percent of those manufacturing corpora- 
tions sel less than 100 peo] le. I am relying on my memory, 
my st tistics may be slightly wrong, but | be lie ‘ve they are approxi 
mate a correct. 

W e are tol | that the re are | million smal] business CONnCernS of every 
type throughout the country. I think that our economists are right 
when the y say that smal] busines is the back bone of our free e nterpr ise 
economy. 

Mr. Kireurn. Of course. there are an awful lot of those that would 
not have anything to do with procurement, like the grocery store, 

Mr. Mvuurer. You are quite right. 4 million includes the retail 
merchant who does not deal with the Government. It includes the 
small manufacturing company which does not deal with Government 
and does not want to deal with Government. You know. vou must 
have a pretty strong financial position in order to deal with Govern- 
ment, the way they take their time inspecting and approving and then 
in paying when they get ready. That was one of the problems we 
had to sit on in these agencies, to see that they paid promptly, so the 
small-business man could operate. 
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Mr. Kitnurn. They would have to have the line of goods they want. 

Mr. eat That is right. 

Mr. Kingurn. A gas station would not become part of procurement 
or a grocery store. 

Mr. Murer. There you get into the question of whether you are 

ing to let the local Government offices buy gasoline locally in small 
aia antities or in tank car lots at wholesale. There is alw ays that prob- 
lem, whether the Government mn buy in large quantities at whole- 
sale and warehouse and distribute, o r buy from the small-business man 
at retail. You ean’t have it both Ways. 

Mr. Kinpurn. I imagine the taxpayer would want us to buy as 
cheaply as possible. 

The CrarrmMan. You would give us the Policy Board which con- 
sists of the Administrator, a typical small-business man and a typical 
small-business banker, and it provides no qualifications, with no ex- 
perie nee for either one of them. 

The only qualification they seem to have is that they are typically 
small, but I don’t know just what a typically small banker is, or a 
typically small-business man is. Does it mean a small-business man 
without ambition, who always wants to remain typically small? If 
that is so, I don’t think you have a very good Board. I don’t see any 
argument for that. What isthe argument for that ? 

Mr. Rains. Could I add one word to what the chairman said, so you 
will have a full one before you. I can’t see how you can get away 
from the argument we should not have WOC’s in Goverment, instead 
of Government employees. 

The CHaiman. They are day-to-day employees. They have no 
permanent association with the Government and no responsibility, 
and I would like to have some argument in favor of it. 

Mr. Murrer. Let me answer you, Mr. Chairman, and the other 
gentlemen who have some doubts about this, by saying: first, for a 
iong time, the Small Business Committee has fe ‘It that the Loan Police Vv 
Board, as set up by the statute, has no place in this law. As a matter 
of fact. we reported out from this Banking and Currency Committee, 
in accordance with the recommendation of the Small Business Commit- 
tee, one bill which eliminated the Loan Policy Board. None of us 
have any objection; and, as a matter of fact, there is a specific require- 
ment in the statute and this bill that here must be consultation be- 
tween the Small Business Administrator and other Government agen- 
cies, having in mind particularly the Secretary of Commerce and the 
Secretary of the Treasury. 

But consultation is one thing and giving them control of making 
policy is eee and we feel that this agenc v cannot be a truly in- 
dependent agency and cannot truly do the job for small business if 
the Secretary of the Treasury or the Secret: iry of Commerce or their 
designees are going to be in aed of the Loan Polic Vv Board. 

So what we are m: ainly concerned with is eliminating the Secretary 
of the Treasury and the Secretary of Commerce as the two controlling 
members of the Loan Police Vv Board. 

Now. if the Administrator feels he should have a board, he does 
have one now, a review board, which reviews loan applications. The 
Loan Police V Board is not charged with that and does not do that. 
It makes the overall policy. But if the Loan Policy Board is con~ 
trolled by two Cabinet officers, then obviously the Administrator is 
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subservient to them. The best proof the Loan Policy Board does 
not serve a good purpose in my opinion is demonstrated by the fact 
that at every meeting of the Loan Policy Board the resolution has 
always been sag ag as to policy, and those are the only resolutions 
they consider, by the Administrator, and in every instance it has been 
unanimously adopted. 

If there is such unanimity of thinking on the Board, and if the 
Administrator’s view always prevails, then he does not need the Secre- 
tary of the Treasury or the Secretary of Commerce to do more than 
advise with him. 

On the other hand, if there is unaninity because he bows to their 
will, then the will of the committee and the Congress is not being 
fulfilled. 

The Cuairman. That is not a very strong argument for the reason 
you want to dispose of the present Board, for which you substitute a 
small-business man and a small banker 

Mr. Muurer. Iam coming to that. 

The Administrator should be charged with making the policy and 
administering it. But there is division among our committee and we 

came up with this as the alternative of having two small-business men 
sitting on the Board with him to make polic; y. 

Mr. Brown. They would be appointed by the Administrator ? 

Mr. Muurer. They would be appointed by the President, by and 
with the advi ice and consent of the Se ‘hate. 

Let me read to you the language as it appears at the top of page 4 
of the proposed bill. | 

The Policy Board shall establish general policies in the financial assistance, 
procurement, disposal, and general assistance to small-business programs of the 
Administration. 

In other words, we are calling for a Policy Board which will make 
all policy for the agency. It will have nothing to do with adminis 
tration. It will have nothing to do with personnel. It will make all 
policy as to procurement and financial assistance. We believe with a 
Policy Board of that kind, we will not have this difficulty that we are 
now having with the definition. 

Let me continue reading from the proposed bill 

The members of the Policy Roard representative of small banks and small 
business concerns shall be appointed from civilian life by the President by and 
with the advice and consent of the Senate, and they shall be persons of outstand 
ing qualifications in their respective fields of operation known to be familiar and 
sympathetic with the needs and problems of small business. The members of the 
Policy Board other than the Administrator shall be active aly engaged as full-time 
operating officials of (1) a small bank and (2) a small-business concern which 
shall be small business as defined in section 102 of this act. 

Now, with reference to the possibility there will be w. o. e.’s or 
others working without compensation, I think this committee knows 
I am opposed to the w. o. c.’s working in Government, except in times 
of war or emergency. 

These men will not be w. o. c.’s. These men, as provided in the 
previous sentence on page 3, are paid as follows: 

Members of the Policy Board other than the Administrator shall be paid a per 
diem allowance of $100 for each day spent away from their home or regular place 
of business for the purpose of attendance at meetings of the Policy Board and the 
necessary travel; and while so engaged, they may be paid actual travel expenses 
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and not to exceed $25 per diem in lieu of subsistence and other expenses. The 
maximum time spent for such attendance is not to exceed 50 days in any 1 calen- 
dar year. 

There is also a provision : 

The Policy Board shall meet at least monthly and at such other times as the 
Board may determine or on the call of the Administrator to determine adminis- 
trative programs and policies realting to loans, procurement, disposal, and gen- 
eral assistance to small business. 

It was the feeling of the committee you could not get a small banker 
or small-business man of the type you wanted who would give up his 
banking or business connection and come to Washington full time and 
the only way you could get him was to compensate him fairly for his 
time and get him to come down here ona part-time basis. 

I appreciate the force of the argument that men who make policy 
should be full-time employees. If we could get, instead of these two 
small-business men working part time, if we could get two men, say, 

called Deputy Administrators, appointed to work full time, not as a 
loan policy board, but as a policy board, I think we could accomplish 
what we are looking for, and eliminate the Secretary of the Treasury 
and Secretary of Commerce, except for consult: ation. Iam afraid we 
cannot do that. The next best thing, when it comes to the job of making 
the policy in accordance with the intent of the Congress, let us have 2 3 
men who are part-time e mployees but who are on the payroll and who 
will not have any exemptions on account of conflict of interest. ‘There 
is nothing in here to give them any exemption on account of conflict of 
interest. They will have to toe the mark and operate without that 
exemption. 

The Cirarrman. The success or failure of the organization depends 
upon the policies. 

Mr. Muvrer. I think it does. 

The CuarrMan. Favorable policies would be very essential for the 
succesful operation of it. And these men who are part-time employees 
have entire control over that. 

Mr. Mutter. I realize the force of the argument that these two 
part-time emplovees can outvote the administrator. There is much to 
thatargument. I can’t 

Mr. Rarns. Mr. Multer, let me ask you one other question. First, I 
want to compliment you for the hard work and good job you have done 
on this bill, and with 1 or 2 exceptions it seemed to me to be a real good 
bill. I know you gentlemen have worked very hard and the bill shows 
it. But it is always the setup in Government that the Congress must 
hold some administrator responsible for the work of the agency. That 
is true in housing and everything we have. 

The : appointme nt of the two men you are talking about would come 
about by the President, as I understand it. 

Mr. Muurer. That is right. 

Mr. Rains. We all know, as a matter of course, the head of the 
Agency would recommend to the President whoever the head of the 
agency wanted appointed in this policy business, so the result would 
be these two men, however they came in, would be men whose thinking 
was along the lines of the thinking of the Administrator. He would 
not be that dumb, and pick out somebody at variance. So why don’t 
we wipe out the Policy Board completely and totally and just leave it 
up to the Administrator. 
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Mr. Murer. I hope that my colleagues on the Small Business Sub 
committee will not think I am underselling this part of the bill, when 


I tell you that was precisely my suggestion to them. As a matter of 


fact, when I could not get them to go along with that, I suggested 
have a bipartisan board or commission to run the agency. 

My thinking was along the line of your suggestion, but we now came 
along with this, as our best thinking for a compromise. While yours 
is the way I would have liked ot see it work, we agreed on this instead 
as the views of the committee. I tried to make the best argument I 
could in accordance with that decision. 

Mr. Wipnacu. Would it not have bee n best to have set up an advisor) 
council and retain the Secretary of the Treasury and Secretary of Com 
merce on the Loans Advisory Council / 

Mr. Muurer. We have now in accordance with the existing language, 
advisory boards. There is a National Advisory Board and in each 
region we have an advisory board. We also continue the language of 
the existing statute requiring that those boards be really representa 
tive, truly representative of small business. 

We found on the national level the advisory board, despite the 
language of the statute, was made up of 20 men, 11 of whom were big 
business men. That was a condition contrary to the intent of Con 
gress, and the explicit |: inguage of the statute. 

W e stre nethe ned 1 the langu: age In the statute So as to require these 
advisory boards and committees, when appointed, | » be truly repre 
sentative of small business. At the same time soca: Ion per 
mitting the Administrator to consult with whomever he pleases in o 
out of Government. so he can cel the ady ice of big’ busi ess meh Vv hoare 
sympathetic to small business and want to help them. 

Mr. WIDNALL. Of course, they would have that power to consult 
vith anybody whether you wrote that in the Jaw or not. 

Mr. Muurer. Wie’ donia it. nacemars to write it into the bill because 
the General Accounting Office raised the question he had no right to 
do this—he had no right to consult with outside persons, or with 
Government agencies, unless the statute authorized them to do it. 
They raised the question that it was a alae! violation of the law, 
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if he eonsults with peop yle other than as set out In the statute. So 
we wrote It in. 

Mr. WUIDNALL. I don't quarrel! with that, but | think if you set up 
a national ads isory hoard or national ady ISOry coune) with the Sec 
retary of Treasury and Secretary of Commerce and the two repre 
nentatives of small business and left the final decisions on poliey in 
the hands of the Administrator, you would have a better setup than 
you have today and it would help meet some of the objections raised 
by vou. 

“Mr. Mvurer. I would have no objection to it being done that way, 
Mr. Widnall. 

Mr. Wipnatt. I think that might be the type of comprise you would 
get through the Congress, too. 

Mr. Mcurer. I agree with our distinguished chairman, Mr. Spence, 
who has so frequently said that good legislation is always the result 
of compromise. No one of us is vested with all the wisdom of what 
makes a good bill. I think our Small Business Committee proceeds 
on that basis, trying to compromise on the best language that will 
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express most nearly the intent that we seek and the purpose that is 
sought to be accomplished. 

Mr. Wionat. I have one other question. In connection with pro- 
curement for small business, is it not true that thousands of small 
businesses have the know-how or ability to produce, but they cannot 
afford the engineering personnel in order to put them in a competitive 
position w ith big business. 

Mr. Mcurer. There isalottothat. We find it repeatedly. 

Mr. Wipnaui. And one of the reasons for shortage of engineers 
and the fact that big corporations are bidding as high as they can 
for engineering personnel is the tragic duplication of engineering 
work in preparation for Government bid. Where you are going out 
to reprocure an item and it is all of the same item, all of the engineer- 
ing has to be done all over again by every single company that bids 
on that item. The Government purchased that engineering in the 
first place. It seems to me that the specifications purchased in the first 
item of procurement can be made available the second time, so that 
others would not be required to provide for new engineering in their 
bids. 

Mr. Mcvrer. Typical of what you have in mind is a complaint that 
came to my desk only yesterday. This concern spent $4,000 in engi- 
neering and drafting expense ‘in order to be able to make a bid in 
accordance with specifications that had been issued and they are now 
the second low bidder. The first low bidder has been disqualified 
because it has no plant anda sought to vet the contract in order to sell 
it to someone else. 

The second low bidder, apparently now qualified, is now told | 
the procurement agency “We are not going to give you this contr: wz 
We are going to give it to the third lowest bidder heeause the speci- 
fications were written for the third lowest bidder.” They said, “Why 
do you ask us to bid? It cost us $4,000 to prepare our bid. If you 
intend it for some particular company, why don’t you negotiate with 
that company and don’t have us come in and waste all this money 
which represents mainly engineering time and money.” 

Mr. Wipnatt. Isn't it true in these re-bids where you are using the 
same specifications is the original bid, vou have SCOTeS of engineers 
all over the country working on the same problem and coming up W ith 
the same answer, with a travic waste of engineering services and tragic 
increase in cost, when it comes to the final bid / 

Mr. Murrer. There is no doubt you are right. 

Mr. Wiponaui. I think we ought to try to work something out to 
make available to small business the engineering background after 
the first bid. 

Mr. Mcuurer. We continue in this bill the language now in the act, 
authorizing the Small Business Administration to give, wherever pos- 
sible, engineering, technical, financial, and ‘ttc advice to the 
<cmall-business man who comes to them for i 

To be sure we don't want it to go out ie push itself on small busi- 
ness and tell them how to run their business, but where the small 
business comes to the SBA office, and asks for help, their setup permits 
them to give it, though in many of the local offices, they, too, have 
difficulty @etting men who ean render that type of service. 

Bait they are doing the best they can with what they have. 
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Mr. Wipnatt. I have just one other question, Mr. Multer. You 
have a suggestion in here that the maximum rate of interest for the 
Small Business Administration portion of participation in direct busi 
ness loans shall be no more than 5 percent or the prevailing rate if 
lower than 5 percent. 

Mr. Mutrer. Yes. 

Mr. Wipnau. That actually means the Small Busness Administra 
tion would not be in competition with the banking interests, would it / 
Mr. Mutter. That would not put them in competition with privat 
enterprise or banking because we continue the language in the existing 
statute that the loan applicant must be turned down first and there 
must be no private financing available for him on reasonable terns 
before the Small Business Administration can take the application. 
In practice the Small Business Administration requires he be turned 
down not only by his regular banking facilities, but by at least one 

other before they will take his application. 

Mr. Wipnati. And this applies to participating loans, too‘ 

Mr. Mutter. Yes. In practice, what the Small Business Admin- 
istration does is this. When the applicant first comes in for a loan, 
SBA goes over his statement and puts it in such shape that he has a 
statement a bank would be willing to look over and wernt Then 
they ask him, “Have you been to your own bank?” And if he says 
“Yes, and they turned me down,” they call his ak and find out why 
they turned him down. 

“Is he a bad credit risk, or can't you make the acconmodation for 
any one of a number of reasons?” ‘They try to sell the bank. When 
the bank says, “No, we won't m: 1ake the loan,” SBA tries to sell the 
bank on a participating loan. If the bank still says “No” on par 
ticipation, they send the man to another bank in the community 
and if that bank turns him down, they follow the same procedure, 
and say, “Why are you turning him down ¢” 

The bank may turn up something confidential which indicates he 
is a bad risk. They try to sell the bank on making the loan first, 
or if not a loan, taking a participating interest in it. When they 


find the bank will not take the loan in full or in part, then they proc 


ess the application as a direct loan. 

So there can be ho compet it ic mm rat ewise, even today there are 
participating loans where the bank is charging 7 percent. They are 
charging 6 percent. There is no difficulty in that. 


Mr. Wipnati. Mr. Multer, I think you and your committee has 
come up with a good recommendation and made an honest, sincere 
effort to assist small business and small-business men and I compli 
ment you on it. 

Mr. Murer. Thank you, Mr. Widnall. May I make 1 or 2 more 
comments on changes in the bill. If there are other questions, I will 
be glad to answer them either now or as I go along. The suggestion 
has been made in the course of the public hearings that possibly this 
agency should charge a fee for the filing of an application as m: ny 
other agencies do. Our committee has not considered that, but I 
think this committee, on whatever bill you report, should suggest 
to the agency that they explore the possibility of charging a fee in 
connection with the filing of an application and make recommenda 
tions as to what that charge should be. 
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[ think it should be a charge which would be reasonable and would 
cover at least the expense of processing and closing loans. 

1 realize = the —— loan, they probably will never be able to 
charge enough to cover it, because as you know, a loan of $1,000 or 
$10,000 will cost as mue 1 to close as a $100,000 or $150,000 loan. We 

‘annot expect the small loan applicant to pay the full cost. I do 
hone SBA will come up with a recommendation about what fee, if 
any, should be charged for filing and processing 

Mr. Srety-Brown. That relates particul: ily to business loans? 

Mr. Muurer. Yes, not to the disaster loans. That is definitely a 
relief measure. That is why we make it 3 percent interest. But on 
business loans, I think they should come up with a recommendation. 

One other matter, that concerns itself with the question of whether 
this should be a permanent agency or not. Our committee did not 
consider, but this committee might consider, whether or not it wants 
to put a limitation on the term of office of the members of the 
Board, if you have an independent board. ‘There is nothing in the 
bill on that now. 

I believe the President would have a right to remove any admin- 
istrator who is not doing the job he expects him to do. 

At the same time, you would accomplish some of the things you 
have in mind about continuing this as a temporary agency, if you put 
in the bill a term of years for the service of the Administrator. In 
other words, it may be a 2- or 4-year term, so that he, too, knows 
he must make good before he is reappointed. 

The Cuarrman. Is he appointed without tenure now ? 

Mr. Mutrer. He is appointed without tenure now, because as it 
is now, the act, itself, expires at a definite date and his term of 
office runs out at that time. If we take out the expiration date, we 
may want to put in a provision that he shall have a term of office for 
a fixed number of years. 

[ have tried to cover all of the changes that might be controversial. 
I think I have done so, with the exception of the provision for pooling 
loans. There, too, we have tried to liberalize the provisions so as to 
make sure the Administrator has the right to make the kind of loans 
that we intended he should make. 

For instance, when he made the pool loan for the production of 
starch, there was some question raised as to whether or not he had 
the right todothat. He made the loan, nevertheless. 

He made a loan for—a pool loan for Boston Fisheries. There was 
some question raised about that. I don’t think the question was 
properly raised, but the question was raised whether or not he had 
the right to make the loan for that particular industry. 

He has had inquiries about making a pool loan for the newsprint 
industry. 

He has made some very valuable suggestions to the industry in 
connection therewith, but they have not come forward with a plan or 
an application. He has considered an application, or rather an in- 
quiry, with reference to making a pool loan for the purchase and 
resale of groceries and foodstuffs. 

Mr. Kitsurn. Mr. Multer- 

Mr. Mutter. Yes. 

Mr. Kiisurn. I don’t like to interrupt you here, but there is one 
point: On page 10 of your bill, down at line 18, it says. 
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All loans made shall in the judgment of the Administrator offer reasonable 
assurance of repayment. 


Isn’t that a change from your present language ? 

Mr. Mutter. Yes. 

Mr. Kireurn. Will you explain why there is that change ? 

Mr. Murer. May I come back to that in 1 just a minute and finish 
the thought on the pooling situation. 

We have put into the bill some new language with reference to the 
pooling provision, which we think clarifies the authority of the Ad 
ministrator to make such loans. I think it woes as far as it possibly 
can to meet the questions raised by Mr. Patman w ith reference to the 
cement industry. 

If enough people are voOIne to get tove ther w ho have the know how 
or can otherwise qualify, whet ee it be the cement Industry Or any 
other industry, they will qualify under the language we have written 
in. the proposed bill at page 9 and which has been approved by the 


Administrator. 


1 ! . tr . 
I want to throw out this thought, before I get to Mr. Kilburn’s ques 
tion, with reference te the pooine loans. i have the UtLMIOST respect 


were to get together with 4 or 5 businessmen and we 


for my colleagues in the legal profession, but if I, as 1 of 2 lawyers 
had 2 lawyers 
and tor > businessmen \\ ho wanted to vo i] to some ney industry, | 
don't think that the Congress intended ve lawyt 's were to qualify as 
small-business men in a business venture to get this kind of a loan. 
If there is dlisagreen ent with that on the part of this committee, | 
think it ought to say so. But the Administrator, as he is interpretin 
it now. I t} ink properl , SAYS, where you are vetting i 2roup Love wi 
for a pool loan, they should all he businessmen who know something 


about and h ive some experience 1 the particular ana related lines 


of endeavor in which they intend fo engage in this pool ne op eration. 
If you intend to open the door wide and let anybody come in under 
this, as long as he Call qualify with security, ther | think ve ought 


to say so in the pooling provision. The langu: age as we continue 
in the statute would not, I don’t think, permit that much broader in 
terpretation. 

To come back to Mr. Kilburn’s questi hn on page 10) of the mimeo 
graphed sheet. we do very deliberately propose a change there, by 
changing subdivision (7) soit w ilread: 


All loans made shall in the judgment of the Administrator offer reasonable as 
surance of repayment. 

The language we have dropped are the words, “sound value or. In 
other words, the statute presently provides that the loan must be of 


fer reason 


sound value or—and I emphasize “or” in the alternative— 
able assurance of repayment. 

The Administrator very frankly told us, when he testified publicly 
T am sorry I dropped out some words. Let me olve it to you AOA. 
The statute now reads: 

All loans made shall be of such sound value or so secured as reasonably to 
assure repayment. 

The proposed bill drops oul the words “such sound value or SO 
secured.” | 

The Cuamman. That first definition was the one you took from the 


/ 


Reconstruction Finance Corporation / 


= 
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Mr. Murrer. That is correct. The Reconstruction Finance Board, 
when it had an administrator, he, and then again when it had a board, 
it, always interpreted that to mean just what it said, that “or” was ‘in 
the alternative, not in the conjunctive. Or did not mean “and.” but 
meant “or.” But Mr. Barnes has told us in the public hearings he 
interpreted “or” to mean not “or,” but “and,” and the loan must be—-- 

Mr. Kirsurn. How can he interpret “or” to mean “and” ¢ 

Mr. Murer. He did and that is his testimony, and that is why some 
loans are being turned down. 

Mr. Kitsurn. Along that line, does this new language mean you 
cannot take security, if the man has got security ¢ 

Mr. Murer. Oh, no. Where the security is there, he should take 
the security. I think he would be derelict in his duty in not taking 
security where the security is available. The language is new to this 
bill, but not new to the law. This is the precise language in the Ex- 
port-Import Bank Act which they have always operated under, and 
if it has been all right in the million dollar loans and they have worked 
well under it, and the testimony of Mr. Waugh, as President of the 
Kxport-Import Bank, was they were doing a good job there for big 
business as well as small business, because while many of the loans 
there are in large amount, many of the purchases made out of the 
large loans were made from small businesses. 

They gave us some instances where some purchases were as low as 
$100 each. There were thousands of purchases out of a million dollar 
loan. If that language is good there, I am sure it is not too restrictive 
and much better for this Administrator to use in his operation. 

Mr. Tatie. Mr. Chairman. 

The Cuarrman. Mr. Talle. 

Mr. Tatie. In that connection, if such a change is made, lawyers 
will look at the new act, and they will find that the language which 
was in the RFC Act and which is in the Small Business Act now, 
has been changed so as to take away the words which, in the law, re- 
quire security and sound value. 

I am sure some sharp lawyer is going to say, these are character 
loans, now, and collateral is no longer required. 

Mr. Mutter. If a lawyer does come up with that argument, the Ad- 
ministrator can say to him he is wrong. Look at what was testified 
to before Sabcommitss No. 2, and look at the testimony before the 
House Banking and Currency C ommittee. He will say to the lawyer, 
“You have no right to determine that.” Bear in mind it is the Ad- 
ministrator’s judgment which will make the decision whether or not 
the loan is to be made. Our committee has been very careful in tell- 
ing every complainant we are not going to sit in judgment on the judg- 
ment of the Administrator. 

We are going to see whether he fairly interprets the intent of Con- 
gress but we are not going to take his place and determine whether a 
loan is good bad, or indifferent. We are not going to replace his 
judgment with our judgment. We are not the lending officer. 

Mr. Tate. Don’t you think the lawyer is going to ask the question, 
“Why did Congress make that change?” He is going to raise that 
question, I am sure. 

Mr. Mutrer. And let me give to you the answer that you can 
give to him. 
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If you insist that it must be of sound value, and so secured as to 
offer reasonable assurance of repayment 

The Cuairman. It was not “and.” It was “or.” 

Mr. Mutrer. That is right. If SBA interpreted it as “or,” we need 
nothing more. We would not hs ave to change the statute. But since 
SBA is interpreting it as “and,” we must put in the law what we want 
him to do. 

Mr. Kursu RN. Why don’t you put language in there and say, “ol 
is “or. 

Mr. Moutrer. I think that would make us a little bit ridiculous, don’t 
you think? 

Mr. Kirsurn. Don’t you think he is being a little ridiculous? 

Mr. Mutrer. Yes, but he is the Administrator. Let us put it in 
there in such a way that he must interpret it our way without making 
ourselves ridiculous. 

Mr. Brown. Why can’t we handle that in the report and keep the 
definition like it was in RFC? 

Mr. Mutter. That will probably serve the purpose. 

I just wanted to make this brief comment to Mr. Talle’s question 
and then I will leave you to the next witness, sir. 

There are many instances where the sound value of the loan is not 
sufficient to warrant SBA making a loan in and of itself. But if SBA 

takes the guaranty of someone else who is just as financially respon- 

sible, who would on his own right be entitled to come in and get a 
loan, and who will guarantee the loan which does not have sound 
value, SBA then has reasonable assurance of repayment. 

I wonder if I make myself clear. In other words, if I can get some- 
body to guarantee my loan, even though I, myself, cannot give him 
ample security, and the guaranty does give ample security, he should 
make the loan. As it is tod: ay he can look at my collateral and say it is 
insufficient, and I don’t care whether you bring in 50 guarantors, your 
loan is not of sound value and he will not make the loan. Certainly 
we did not intend that. 

That is the way it is being interpreted and we did not intend that. 

Thank you for your patience. 

The Cuarrman. I think a little reduction in taxation might help 
the small-business man. 

Mr. Mutter. I am sorry we cannot touch on that. But it is one 
of the sore points that needs attention. 

The Cuairman. We did not want to introduce that in the course of 
the evidence here. 

Mr. Mutrer. No, sir. I am sure the Ways and Means Committee 
would object, if we did. 

The Cuatrman. Mr. Coffin, you may proceed. Mr. Coffin is » Demo- 
erat from Maine. This is not a partisan statement, but we must have 
done some missionary work to get you from that State. 





STATEMENT OF HON. FRANK M. COFFIN, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF MAINE 


Mr. Corrin. I think, Mr. Chairman, a lot of small-business men have 
had something to do with that. 

Mr. Chairman and members of the committee, you have heard a great 
deal of testimony and with your consent, I will not read my statement, 
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which I believe has been passed around to you, word for word, but 
will rather try to hit the high spots. ee 

The CHairman. Your statement may be inserted in the record. 

(The statement is as follows :) 


TESTIMONY BY REPRESENTATIVE FRANK M. Corrin 


Mr. Chairman and members of the committee, I consider it a privilege to testify 
before you today, not merely because of the stature of this committee, but also 
because you are focusing on one of the fields of economic life which sorely needs 
the best creative thought and leadership which we can provide. 

The Small Business Administration, in its 34% years of life, has proven its value 
and its potential as an agency for the preservation, stimulation, and guidance 
of small business. But it has, like any infant, only been allowed to crawl. It is 
now time for the babe to walk, and Subcommittee No. 2 of the House Small Busi- 
ness Committee has performed an invaluable service in reviewing the record, 
the successes and the limitations, of SBA. Under the able guidance of Congress- 
man Multer, this subcommittee has helped SBA pass from the crawling to the 
walking stage by its proposal to make it a permanent agency. In other words, the 
subcommittee is saying, very justifiably, ‘We have had this baby, on trial, for 3% 
years; we have had a chance to know what kind of a baby it is, and what kind 
of an adult it can become; we want to adopt it.” 

My interest in this field of legislation stems from my conviction that we owe it to 
our heritage to use every available resource of leadership to strengthen the posi- 
tion of the small units of our economy, both in business and in agriculture. 

I have, therefore, introduced three bills designed to make SBA more effective in 
accomplishing its tasks. I have testified for them before Mr. Multer’s subcom- 
mittee. Since I presented my testimony, Mr. Multer has introduced a new bill 
in which other members of the House Small Business Committee have joined. 
This legislation would very materially strengthen the act and the operations of 
the SBA. But from my own experience in a State in which over 90 percent of our 
businesses are “small” and from my own study of existing law, I have concluded 
that my proposals would strengthen the probability of accomplishing a number 
of very essential objectives sought in Mr. Multer’s bill. My proposals seek to 
sharpen the tools which H. R. 7474 would provide. 

I have introduced three bills, H. R. 5650, H. R. 5651, and H. R. 5698. 

I would like first to comment on the provisions of H, R. 5651 and to review some 
of the reasons why I introduced it. The bill directs the SBA to make extensive, 
comprehensive, and continuing studies of certain problems of small business and 
to report twice a year to Congress on the results of these studies. 

In 31% years SBA has not issued adequate reports on basic problems of small 
business. For example, it is said that one of the primary problems of small busi- 
ness is the lack of adequate management. The most recent report of SBA cites 
Dun & Bradstreet reports in this connection. However, some small-business 
groups deny that management is a primary problem. SBA has not produced any 
independent survey to show whether management problems are a primary cause 
of the weakening of the small-business segment of the economy. 

The President's Cabinet Committee on Small Business has made a number of 
recommendations to strengthen small business. It appears clear that these rec- 
ommendations are not based on any documented survey of the fundamental prob- 
lems of small business. Indeed, how could they be, since no study of these prob- 
lems, to my knowledge, has been made? 

The Small Business Administration has made no provision in its budgets for 
any study. In fact, in the whole area of production assistance and other techni- 
eal and managerial assistance, funds available for these programs dropped from 
7.2 to 3.8 percent of the total expenditures by the SBA between the last half of 
1955 and the last half of 1956. This represents an actual expenditure reduction 
from S231,585 to S138,238. 

In testimony before the Senate Committee on Small Business some weeks ago, 
Mr. Wendell Barnes, Administrator of SBA, stated that the law is not as specific 
on what the agency can do on managerial assistance as it is in other areas. He 
wis questioned on the need for my bill in directing such studies. He did not, of 
course, commit himself on the bill, but he conceded that more could end would 
be done. He also indicated that the demand of other agency programs “seemed 
to absorb the fund,” 








286 SMALL BUSINESS ACT 


It is perhaps understandable that with its competing programs, and a 2-year 
tenure, SBA has not exercised any great initiative in studying the fundamental 
problems of small business. H. R. 7474, as well as H. R. 6645, the so-called ad- 
ministration bill, seek to spell out this authority in identical language. I under- 
stand that Mr. Barnes has endorsed this provision of both bills. I believe, 
however, that this committee should very seriously consider making these studies 
mandatory instead of permissive. That is the intent of my bill. 

My proposal states specifically that studies include principal problems that 
affect the growth, competitive strength, and stability of small business. These 
would include the effects on small business of inflation and deflation, availability 
of credit, materials, and supplies, cost factors, labor problems, management and 
personnel problems, new equipment, merchandising methods, and manufacturing 
techniques, research problems, automation, nationwide distribution, advertising, 
atomic development, foreign competition, government regulation, and taxes. SBA 
would be authorized to hire private organizations to help in making these studies. 
Finally, it would be required to make detailed, semiannual reports on present and 
contemplated research programs. 

I have also attempted to make certain that necessary funds will be allocated 
to this activity, that trained personnel would be available, and that authority 
would be given to the Administration to utilize the services of private groups to 
assist in these basic research projects. 

It would strengthen the hand of the Administrator in dealing with the Bureau 
of the Budget in requesting funds necessary to continue an adequate research 
program. 

The second bill which I have introduced (H. R. 5693) provides for a separate 
program of financial assistance to nonprofit development groups. SBA has, to its 
credit, recognized the desirability of making loans to such groups. But, lacking 
specific legislative authority, this program has been necessarily tentative and 
limited in scope as well as in amount. Therefore, loans are made only when a 
specific, ascertainable firm is the beneficiary of the loan. The amount is held 
down to $250,000 for any one nonprofit development group, whether it is to aid J 
firm or 20 firms. 

Mr. Barnes, in testimony before your committee, stated that my proposal “‘may 
have merit.” He added, however, that a preferable approach for financial help 
to development organizations would be through the proposed Administration Area 
Assistance Act, H. R. 5459. 

I ask you, gentlemen, why, if the SBA regards this type of loan sufficiently de- 
sirable to stretch its authority to make them, does it hesitate to have its authority 
sanctioned and extended by Congress? Why should the SBA suggest that this 
authority be given to some other agency under legislation and a program which 
does not yet exist? Moreover, financial help under the area assistance bill is re- 
stricted to areas where there has been at least 8 percent unemployment for the 
major portion of 2 years. 

I wish to emphasize that my bill does not envisage this program as one for 
depressed areas. This type of activity is one of the best guaranties that com 
munities will not become depressed areas. It encourages self-help and places the 
responsibility on the community. It enables the development credit corporations 
to get financing for community programs in a planning stage, regardless of 
whether they have firm commitments with a particular small-business firm. 
Since the bill does not limit the amount of loans which can be made to one develop 
ment corporation, it will provide more realistic financing to groups performing 
a community service on a wide scale. In other words, the support of a community 
industrial program will depend on its inherent soundness, rather than on an 
artificial quota. 

By third bill (H. R. 5650) would expand the power of SBA to make loans in 
cases of economic disaster, as well as disaster from flood or fire. Every Con- 
gressman has from time to time been confronted with an economic dislocation 
caused, perhaps, by the removal of a major industry which seriously affects his 
district. Financing is often needed to keep businesses alive or to start new 
ventures during this crisis. However, financing is not available from SBA be 
cause of the credit standards established for business loans. Under the authority 
to make disaster loans in cases of natural disasters, SBA has established a pro 
gram with minimum credit requirements. This lending program has been a 
successful one, and my bill is a logical extension of this program. 

Testifying on this bill, Mr. Barnes suggested enactment of the Administra- 
tion’s area assistance bill, rather than expansion of SBA’s authority to make this 
type of loan. My proposal for loans in areas of economic dislocation is not related 
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to area assistance programs. It states that its objective is to “avoid” as well as 
alleviate the effect of economic dislocation or disaster. It is designed to meet 
an economic crisis in the early stages before the financial condition of the com- 
munity has deteriorated to a point where the community becomes eligible under 
an area-assistance program. It provides financial assistance on an emergency 
basis when such financial assistance is not available from any source. The Presi- 
dent would be the office relied on to invoke the provisions of this bill. 

In concluding I wish to say that two factors have prompted me to give very 
close attention to this legislation in these first months of my term in Congress. 
As I have said the business community in my State is comprised overwhelmingly 
of small firms. My own district has been hard hit by the closing of textile plants 
and resulting hardships all along the line. My efforts to help our people secure 
managerial help and information has not proved altogether rewarding. Attempts 
to acquire really substantive information on the problems of small firms and how 
they can overcome these problems in order to survive, have been rather dis- 
couraging. As I looked more deeply into these questions, and meanwhile con- 
fronted our problems at home, it seemed to me that the difficulties which I seek 
to resolve in my three bills are quite general ones, affecting many part of the 
Nation. 


I am very grateful for your patience and courtesy and I am confident that this 
distinguished committee will give these proposals fair and serious consideration. 
I hope that they will be helpful to you in the formulation of amendments to the 
Small Business Act. 

Mr. Corrin. I shall appreciate that, Mr. Chairman. 

The bill that Mr. Multer has just finished explaining is in my opin- 
ion an excellent bill, and it is so good that I would like to see ita little 
bit better. 

[ think that this is an important piece of legislation that you are 
considering, and that this is an excellent opportunity to enable this 
agency to grow from babyhood to manhood and use the experience 
that we have gone through in the past 4 or 5 years. 

I have introduced three bills and I would like to discuss the ideas 
of those bills as possible amendments to the bill that the subcommittee 
has brought out and has explained to you. 

In my opinion, after having read the records of your hearings and 
the questions and the answers, I have seen no adequate reason why the 
suggestions that have been made would not improve such bill as you 
finally enact. 

My first suggestion is contained in H. R. 5651, and that directs SBA 
to make extensive comprehensive and continuing studies in certain 
problems of smal] business and to report twice a year to Congress on 
the results of these studies. 

The important word is “direct.” The Multer bill pays attention to 
the needs for studying, but it keeps that provision permissive. 

Sitting here this morning, listening to the colloquy, it occurred to 
me there was ample evidence why we needed a direction to make these 
studies. You will remember the discussion about the question, “What 
is small business?” I suppose we could talk all day as to different 
definitions. That is one avenue where further study by the agency 
might reveal pretty sensible bases for definitions. It might be made by 
industries or some other way. But I am conv inced we have not 
reached the final answer to the question, “What is small business?” 

Then on the question the chairman asked of Mr. Multer, “How much 
of our national income is produced by small business?” we had to 
face the fact we do not know the total answers as yet. We know how 
much the small manufacturing plants contribute, but we did not know 
the total answer. Not too long ago, Mr. Vanik asked Mr. Barnes the 
effect on small business of the change in interest rate and the answer 
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was by no means a conclusive one, if you will remember. There are 
questions concerning deflation, inflation, availability of credit, avail- 
ability of materials and supplies, cost factors, labor problems, manage- 
ment and personnel problems, and many other problems that we don’t 
know the answers to. 

It is not enough to allow SBA to make studies. They can make 
studies now. Any agency that is charged with a course of action can 
make studies. 

The point is they have not done it, and they are not likely to. Mr. 
Barnes conceded in the hearings when he was asked by one of the 
members—I think this was on the Senate side—when he was asked 
about this bill of mine to direct the SBA to make studies, he said he 
had developed some new type of program or activity, but then he said 
this: 

The demand, however, of the other programs seems to absorb the funds, because 
it is the volume of work that cannot be escaped. 

And I think that will always be the case if we say only to the Admin- 
istrator, “You have the authority to make studies.” 

We are never going to solve the problem of small business until 
we have a continuing and rather well-planned research and study 
program. Indeed, in the whole area of technical assistance, the fund 
and activity for this important type of work has dropped almost 
in half. 

Therefore, Mr. Chairman, I have suggested that in this bill there 
be incorporated language which will direct the Administrator to make 
these very basic studies and to report on them to Conovress,. twice a 
year. 

In that way, and only in that way, are we going to come up with final 
answers, instead of reaching around in the dark. 

It is not quite enough for the Small Business Administration to put 
out its semiannual reports and to quote Dun and Bradstreet as to the 
cause of business failure. The Small Business Administration does 
not know what the cause of business failure is. It is taking Dun and 
Bradstreet’s word for it, and I suggest if you are going to have the 
Small Business Administration as a real tool, it has got to know the 
answers to these questions from its own research. 

The second idea, the second bill which I introduced, which could be 
part of this bill, this bill which - videnced so much competent work 
from your Subcommittee No. 2. is H. R. 6953 and that provides for 
a separate program of financial assistance to nonprofit development 
Srenps. The SBA has already made loans to nonprofit development 
groups. It has made eight loans. But there are in this country today 
3,000 such groups and of those, there are approximately 2,000 active 
ones. 

Now, eight loans is some activ ity, and indeed it is remarkable that 
the Small Business Administration has done that, because there is no 
specific authorization in the act for this type of loan. 

The language of the act merely read that loans may be made 
enable small business to meet its problems, and stretching that lan- 
guage, the Administrator has made loans on these particular occasions. 

I see no objection, however, no possible objection to clarifying the 
law. Certainly if the law should be clarified in the case of companies 
which pool their efforts, as Mr. Multer has told you, then there can 
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be no possible objection to clarifying the law to make it perfectly clear 
that under proper circumstances a development group can clay 
for a loan. 

The third idea which would be incorporated in this bill is contained 
in H. R. 5650, that would expand the power of SBA to make loans 
in cases of economic dislocation, as well as disaster from flood or fire. 

This is not a substitute for the area assistance bill, or what we used 
to call the depressed areas bill. The purpose of this is to supply the 
SBA with a tool which it can use in time to prevent an area from be- 
coming a depressed area and meeting all of the requirements which 
such a bill would involve. 

If a mill shuts down or if an industry moved out of the community, 
the businessman who had the difficulty would be able to come to the 
SBA and say, “I need X dollars to buy some equipment which would 
modernize my plant and make me « ‘ompetitive.” And a loan of that 
sort, with requirements less disastrous than under the disaster provi- 
sion, would enable that man to retool and modernize and compete 
again to save that community from going on the road downhill. It 
is in my opinion a poor tool, and the logic which authorizes aid in 
loans in the case of physical natural disasters applies when you have 
economic disasters or economic dislocations. 

Under this the President would have authority to designate an area 
as an area of economic dislocation, and once he had done that, and 
that would have to be in the discretion of the President, then the 
standards applicable to loans would come into play, and the Adminis- 
trator would apply the economic dislocation provision. 

These. three ideas, then, are things that could be done to strengthen 
this bill that do not, of themselves, involve money. The first one is 
the direction of making studies. To me, it is of basic importance. 
It may be hard to see, but I think that we have been in this field now, 
for so many years, and the very fact that we do not have authentic 
definitive answers to these questions that you gentlemen have been 
asking proves the need for making studies under forced draft. 

The second idea of making loans available to development groups 
is an idea which would enable these thousands of groups throughout 
the country, who are bent on self-help, or else they would not have 
organized in the first place—would help these groups to help them- 
selves. And it would clarify a portion of the existing law which is 
at best vague. The final tool I would like to see added to the bill is 
something that would enable the Small Business Administration to 
move into an area of economic dislocation and lend its assistance so 
it will never become a depressed area, with its 8 percent of unemploy- 
ment for a period of months or years. 

I want to conclude by thanking you very much, Mr. chairman and 
members of the committee, for being so patient. I know that this 
concludes a long series of hearings and testimony, and I can say nothing 
more important in conclusion than that this bill, as you may amend it 
in your wisdom, is one of the most constructive pieces of legislation 
that | think can come out of this Congress. 

The CnamrmMan. We are very glad to have the benefit of your views, 
and I am sure they will be considered by the committee when we go 
into executive session. 

Mr. Corrrn. Thank you very much. 
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The CuarrmMan. We have a rollcall in the House, as soon as it con- 
venes. 

Mr. Mutter. May I say, Mr. Chairman, Mr. Coffin was very kind 
to appear before our Small Business Committee No. 2, and gave testi- 
mony there, just as he has here. It was very helpful. 

Mr. Corrtn. Thank you, Mr. Multer. 

The Cuarrman. Our next witness is Congressman Weaver of 
Nebraska. We are very glad to have you before our committee, Mr. 
Weaver. 

Mr. Weaver. Thank you, Mr. Chairman, and members of the com- 
mittee. 


STATEMENT OF HON. PHIL WEAVER, A REPRESENTATIVE IN 
CONGRESS FROM THE FIRST DISTRICT OF NEBRASKA 


Mr. Weaver. Gentlemen of the committee, I appreciate this oppor- 
tunity of appearing before your committee to urge favorable consid- 
eration of the various bills including H. R. 6645 and H. R. 4441, which 
I introduced to give the Small Business Administration permanent 
status. 

Everyone will agree, I am sure, that the small-business man of 
America is a most necessary link in the conduct of our business pur- 
suits. As such, his activities sustain, to a great extent, the economy of 
every hamlet, village, town, and city throughout our country. His 
financial status must be sound if he is to share fully in the overall 
prosperity of our Nation. The Small Business Administration can 
best help him attain this objective if it is a permanent agency with 
useful services available for his guidance. Suggestions and recommen- 
dations pertaining to financial problems and production methods, as 
well as technical assistance, have been both helpful and valuable to 
him. Only big business can afford to buy such services as these. This 
agency has genuinely made a substantial constribution to our small- 
business people since its inception in 1953 when it was first established 
on an interim basis. It is important now that we renew and continue 
indefinitely its operations. 

Time will not permit me to elaborate further in this respect but I 
would like to point out in particular that the loan phase of this agency 
has been of real significance and assistance to the small-business man. 
With extended drought conditions such as we have had in Nebraska, 
farmers and small-business people have not and are not prospering 
and what affects the one affects the other. Loans through this agency 
have, in many instances, been directly responsible for keeping a number 
of our good citizens in business. This continues employment and 
promotes community betterment. The privilege of credit has enabled 
them to make adjustments and to survive economically not that they 
have been neglectful through any fault of their own but because they 
have been the vicitims of the scourge of the elements. 

In conclusion, I am certain that all of you gentlemen, when consid- 
ering these facts in their proper perspective, will unanimously and 
favorably report this measure now before you for consideration. 

The Cuamman. Thank you, Mr. Weaver. We will consider your 
views in the executive sessions of the committee. 

Our next witness is Congressman Porter of Oregon. 
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STATEMENT OF HON. CHARLES 0. PORTER, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF OREGON 


Mr. Porrer. Thank you, Mr. Chairman. 

I have introduced three bills—H. R. 6144, H. R. 6145, and H. R. 
6146—designed to breathe life into the Small Business Administration 
because the record shows the administration’s present use of this 
agency has not met the plight of small business. 

The Small Business Administration, established in 1953, is one of 
the newer agencies of our Government. It is charged with the duty 
to assist, and protect insofar as possible the interest of small-business 
concerns in order to preserve free competitive enterprise. This agency 
is authorized to make loans to smal] firms, to assist them to obtain Gov- 
ernment contracts, and to counsel them on problems of management, 
finances, production, and the like. 

The agency is crippled by the administration’s indifference to small 
business, For example, although on August 7, 1956, the President’s 
so-called Cabinet Committee on Small Business issued a number of 
recommendations designed to strengthen small business, these sugges- 
tions have remained largely in the recommendation stage. 

Certainly it is clear ‘that the committee has recommended certain 
tax reforms for small business and these tax reforms were greeted 
by the administration with enthusiasm prior to election. We now find, 
however, that much needed tax relief for small business no longer has 
the enthusiastic support of the administration. 

My worthy colleague, the Honorable Frank M. Coffin of Maine, 
whose identical bills are before you, has rightly pointed out that the 
temporary status of the Small Business Administration hampers the 
effectiveness of its programs and recommends it be made a permanent 
agency. 

The first bill, as noted above, amends the Small Business Act of 1953 
to direct the Small Business Administration to make extensive, com- 
prehensive and continuing studies of the problems of small business 
and to file semiannual reports on the results of such studies. This 
proposal not only directs the agency to face up to and to report on the 
basic problems of small business; it also provides greater authority to 
that agency to employ private persons and organizations to conduct 
studies and perform research. 

There should be no excuse for the Small Business Administration to 
fail in its basic duty to report in a competent and intelligent manner 
on the problems of small business. 

The second bill will authorize the Small Business Administration 
to make loans to local private nonprofit organizations formed to assist, 
develop, and expand the economy of any locality or area, Under this 
proposal sound and secured loans may be made, without limitation 
on amount, to private groups such as de ‘velopment credit corporations 
and industrial foundations to help local organizations to help them- 
selves to establish new industry in their area and to strengthen existing 
enterprises. 

The third bill authorizes the Small Business Administration to 
make loans found by the President to be necessary to avoid or alleviate 
the effect of an economic disaster upon a community or industry by 
granting the same kind of financial assistance available in the event 
of a natural c atastrophe. 
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It appears to me to be completely sensible to give the President 
a tool necessary to meet unanticipated economic problems that may 
not fall within the scope of any area assistance legislation. It does not 
seem to me to be desirable to require special legislation each time a 
different economic problem occurs. 

I know I express the views of all Members of Congress when I say 
I would not like to see this Nation depend, for its economic strength, 
on a handful of giants. The community businessman cannot hold 
out indefinitely. He looks to this session for leadership in rolling back 
or at least stemming the tide of bigness. 

The trickle-down principle—the notion that if the giant corpora- 
tions are booming prosperity will seep down to farmers and independ- 
ent businessmen—is false and mindful of the Republican policies 
which led to the 1929 slump and depression can le 7 to a bust again. 
Dangerous downward trends already affect small business and farm- 
ing, and in m: iny areas local depressions exist. 

T can attest that the plight of small business is of grave concern in 
the Fourth Congressional District of Oregon. 

The Cuatrman. Mr. Porter, we are glad to have your testimony. 
The next witness before the committee is Congressman Andersen of 
Minnesota. Will you come forward, please ? 


STATEMENT OF HON. H. CARL ANDERSEN, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF MINNESOTA 


Mr. Anpersen. Thank you, Mr. Chairman. 

In the 4 years the Smal] Business Administration has been in exist- 
ence I have observed the operations of this service agency rather 
closely. I should like to comment briefly on the fine performance and 
progress of the Small Business Administration and to speak not only 
for its extension but also on the plausibility of establishing the agency 
as a permanent org ranization to continue its service to the Nation’s 4 
million small businesses. 

This agency has done a very creditable job in an area of increasing 
importance to this country, particularly in view of the fast-moving 
economic changes. With the advent of atomic power and the jet 
plane, automation and other changes so vast it is difficult to compre- 
hend, it is reasonable to assume that = small-business segment of 
our economy will be hard pressed to keep pace with these changes 
and will need every possible guidance in maintaining the economic 
well-being of this country. 

The Small Business Administration has made tremendous strides 
in bolstering, advising and encouraging the many independent firms 
and in maintaining the expressed wishes of our leaders and our people 
that economic power be kept distributed among many independent 
proprietors. All of us, I am sure, are interested in seeing that small 
business in this country is given every possible measure of assistance 
and encouragement by the Federal Government. The Small Business 
Administration has done just that—and I am convinced under perma- 
nent status could do an even better job. 

The four major service programs of the agency, assigned to it under 
the Small Business Act of 1953 and designed to assist the small busi- 
nesses of America, have been remarkably successful even in this short 
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time. They actually reveal the great potential for playing a still 
greater role in fortifying this increasingly important segment of our 
economy without which this country could not exist today. 

These four basic services include: 

1. Financial assistance and counseling ; 

Assistance to small businesses in obtaining a fair share of 
Government orders for goods and services for both defense and 
nondefense departments and agencies; 

* Loans to small businesses and homes damaged or destroyed 
— and hurricanes, and other natural disasters; and 

Assistance to small businesses in their management and tech- 
ia problems. 

I feel the agency is making substantial progress in its regular busi- 
ness-lending activities w ithout encroac ‘hing on banks or other private 
lending institutions. More than $278,534,000 in loans have been ap- 
proved for some 5,896 worthy small businesses. Two-thirds of these 
loans have been made in participation with banks. 

Recently, the Small Business Administration launched a special 
small-loan program designed to help the little retailer, wholesaler, and 
service trades operators. The plan is already extremely popular and 
should expand rapidly in the future. 

In my own State of Minnesota the agency has assisted 186 firms in 
obtaining loans totaling $6,168,440. In the Seventh District alone, 
$699,000 has been loaned to help small firms solve their financial 
problems. 

One of the Small Business Administration’s most urgent and im- 
portant services is the humanitarian and practical task of making 
funds available to victims of floods, hurricanes, and other natural dis 
asters throughout the country. The agency has consistently moved 
with dispatch in putting into operation emergency loan offices where 
needed and otherwise quickly aiding in the rel: thilitation of the dam- 
aged businesses, thus contributing greatly to local and national wel- 
fare. To date more than 860,719,000 in disaster loans have been made 
to 5,503 disaster victims. 

The Small Business Administration has also accomplished a great 
deal for small aneenneen in helping the ‘mi to obt: ain a fair share of Gov- 
ernment contracts. Under the agency’s set-aside program, the agency 
has working agreements with the Departme nt of Defense and seven 
civilian purchasing agencies in determining what purchases may be 
set aside for exclusive competitive award to small firms. More than 
$1,600,000,000 in Government prime contracts have been reserved for 
small-business competitive award, Thousands of small concerns have 
also been helped to obtain contracts through the Small Business Ad- 
ministration’s contracts referral services, and through specifications 
assistance. 

The agency’s management and technical assistance services, and its 
other special programs, provides leaflets and booklets on solutions to 
the particular problems of small business. Their business-manage- 
ment courses have been attended by more than 7,600 business managers 
and owners and have been, I am sure, of real value to those business 
people. 

I believe the Small Business Administration has done a remarkable 
job in meeting the responsibilities assigned to it by the Congress, and 
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with adequate funds and permanent status, it can and will provide a 
type of service that will repay this country many times over. 

To sum it up, Mr. Chairman, I believe the Small Business Adminis- 
tration has done a good job, and that it should be made a permanent 
agency with all the tools it needs to do a still better job. Although I 
personally have a bill before you to accomplish this, I have no pride 
of authorship and only hope the committee will report out a good bill 
we can all support. 

The Cuatrman. We are glad to have your statement, Mr. Ander- 
sen. The next witness is Congressman Hale of Maine. 


STATEMENT OF HON. ROBERT HALE, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF MAINE 


Mr. Hare. Mr. Chairman, lady and gentlemen of the committee, my 
name is Robert Hale. I represent the First Maine District. I am 
appearing here today in behalf of my bill, H. R. 671, to give the Small 
Business Administration permanent status. 

I’m certain this committee is well aware that the Small Business 
Administration has given valuable aid to small-business concerns 
throughout the country. 

Since this agency was first. created by the 83d Congress, it has ap- 
rroved 5,605 business loans totaling $253,482,000 and 5,069 disaster 
leas totaling $57,575,000. It has worked with other Federal agencies 
to set aside $1.5 billion worth of Government contracts for award to 
small firms on a competitive basis. And it has provided small business 
with management and technical advice. 

This assistance undoubtedly has done much to enable the small-bus- 
iness man to compete successfully with larger concerns in this age of 
bigness. The large corporations often have unlimited funds at their 
disposal. They can always hire the best managerial and technical 
talents. 

On the other hand, the small-business man oftentimes finds it difii- 
cult to obtain capital. He may as yet be inexperienced. He probably 

cannot afford management and technical advice. 

The role of the Small Business Administartion is to help these en- 
trepreneurs so they can help themselves. As a result, they can con- 
tribute substanti: ally to our economic growth and stability. 

I should like to emphasize the importance of small business in the 
economic structure of this country. Oftentimes we are led to believe 
that the large corporation is the sole foundation of our economic 
strength. This just isn’t so. Of course, General Motors, United 
States Steel, and other large concerns play an important role. But 
they aren’t the whole show. 

Statistics bear out this contention. The 1954 census of manufac- 
turers revealed that of 288,144 manufacturing establishments, 261,228 
or over 90 percent, employed less than 100 workers. 

Actually, in some States such as Maine, the manufacturing com- 
munity is composed predominantly of small business. Of 3,015 in- 
dustrial establishments there, all but about 100 employed less than 300 
workers. Some 1,701 of these concerns hired only from 1 to 4 em- 
ployees. These figures graphically illustrate the importance of small 
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business in my State. Without it, we should be in a sorry economic 
position. The same is true in many other States. 

Furthermore, and contrary to a common impression, the number of 
small businesses throughout the country has been increasing steadily 
in the past few years. In the period from 1947 to 1954, the number 
of manufacturing establishments employing less than 100 increased by 
43,600, raising the national total, as I noted above, to 288,144. 

Thus the need of a special agency within the Government to assist 
the growing number of small-business men is apparent. The SBA has 
demonstrated its value in Maine as well as elsewhere. 

Since September of 1953 in Maine it approved 32 business loans 
totaling $1,758,000 as of March 31, 1957, and 81 disaster loans totaling 
$97,000. In addition, it helped small concerns obtain 62 Government 
contracts worth $3,504,000. The program has been stepped up con- 
siderably the past year. Almost $500,000 was loaned in that period. 

Just last month in Maine the SBA instituted a “circuit rider” pro- 
gram providing financial, production, and management assistance for 
small-business men. This new service is another example of the con- 
tinued efforts of SBA to help small business in every way possible. 

During its initial trial period the SBA has done a commendable job. 
Its future should be assured. I sincerely hope that this committee 
and Congress will take favorable action on this legislation to make the 
Small Business Administration a permanent agency. 


STATEMENT OF HON. JAMES G. FULTON, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF PENNSYLVANIA 


Mr. Furron. I am submitting this statement in favor of giving the 
Small Business Administration permanent status, as I believe small 
business is the backbone of American industry and progress, and that 
our fine, upstanding, independent small-business men need the assist- 
ance of our Federal Government. 

In a constantly expanding economy small business often suffers from 
lack of adequate information which is available to larger organiza- 
tions. In many circumstances, through the counseling service given 
by financial specialists in SBA, small-business people may gain “sufli- 
cient knowledge of their own financial status to procure financial 
assistance directly from banks or other lending institutes without the 
participation of SBA. 

From the financial standpoint, SBA has participated in commercial 
loans to retailers, wholesalers, and small fabricating and manufactur- 
ing plants where there was a lack of credit from banks on commercial 
loans. Money was and is more readily available in participation with 
SBA through both small banks and their correspondents. 

When money is tight, as has been the case for the past 8 months, the 
limited loan participation plan makes commercial loans available to 
small-business men otherwise unable to obtain funds from banks. 
Because of the paperwork involved, banks are inclined to make larger 
loans of greater dollar volume, leaving no money for the smaller loans. 

In the: present economy more dollars are needed to do business be- 
cause of increased prices on material, labor, and so forth. For this 
reason more money must be made available, and this can be accom- 
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plished through SBA in participation with banks by taking up the 
slack to supply the needs of small business. 

The intent of the Congress in establishing SBA was to assist small 
business and strengthen the free-enterprise system, but in no way to 
compete with private lending. The SBA, through its administrative 
personnel with experience in the business field, attempts to carry out 
this intent of Congress and insure that the Government 1s in the lend- 
ing business only in a supplementary manner to take up the slack 
where private le nding facilities of private enterprise cannot handle 
the situation. 

There is an ever-increasing demand for assistance from SBA as evi- 
denced by the number of loans and dollar volume. In region III 
which covers Pennsylvania, Delaware, the southern half of New Jer- 
sey, and the 7 counties known as the panhandle in northern West Vir- 
ginia, approximately $14 million have been made available through 
SBA loans. Sixty-nine percent of these loans have been in partici- 
pation with the banking institutions in the region. As of April 30, 
1957, business-loan approvals numbered 6,445 or dollar volume of 
$294,618,000. In addition, disaster loans numbered 5,829 amounting 
to $63,126,000. During the month of April 784 business loans over 
the country were approved for $38,760,000, 61 percent of these being 
approved in the regional offices under delegated authority. 

Through the Procurement and Technical Assistance Division the 
SBA has been able to bring to the attention of small businesses those 
things being acquired both by civilian and military purchasing offices. 
As a result the Government has found addition: al potential bidders 
and through additional competitive bidding the Government has been 
able to save millions of dollars. 

The joint determination program has been a factor. Arrangements 
have been made with 140 purchasing offices over the country whereby 
the purchasing officer and representatives of SBA jointly determine 
those contracts or portions of contracts that shall be set aside for 
small business. Many of the small businesses have been made more 
sound financially and have are as strong entities in our ever 
expanding national pic ture by the acquisition of Government work 
to fill the gaps in needed production for their free time. As time 
goes on, sm: all business will receive a greater percentage of the overall 
Government business that has come as a result of these set-asides. An- 
other factor is the certificate of competency where millions of dollars 
have been saved the Federal Government by the issuance of certificates 
of competency to the low bidders, when originally the purchasing 
office in its preaward survey had classified them as either technically 
or financially unable to produce said contract. After a thorough 
check, in many cases SBA has been able to issue certificates of com 
petency that give the low bidder his just deserts and resulted in 
savings to the Government. 

In the phase of the procurement program having to do with refer 
rals, in many cases proposals can be referred to small business to 
produce the article, although they were unaware that it was in demand 
by a particular civilian or military agency. 
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In the field of counseling the SBA is able to answer many of the 
problems of small business or assist small business in getting the in- 
formation. Asa result small-business men are looking more and more 
to SBA for help and assistance in procuring the desired information. 

Because of the service and assistance rendered to small-business men 
through SBA in its short history and the continued need for these 
services by small business, I strongly urge that legislation be passed 
to give SBA permanent status. 

The CuatrMAn. We will adjourn to the call of the Chair. 

(Whereupon, at 11:55 a. m., the committee adjourned, subject to call 
of the Chair.) 
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